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Sec. 2 of Art. X of the Texas constitution provides that 
“The Legislature shall pass laws to regulate freight and passen- 
ger tariffs, to correct abuses, and prevent unjust discrimination 
and extortion in the rates . . . . , and enforce the same by ade- 
quate penalties, and to further accomplishment of these objects 
and purposes may provide and establish all requisite means and 
agencies invested with such powers as may be deemed adequate 
and advisable.” In accordance with this provision a “strong” 
railway commission was provided for in 1891; and a great 
number of pretty strict rulings and laws characterizes Texas 
railway regulation. 

Indeed, the constitution itself goes so far as to provide: (1) 
that railway and other corporations doing business in the state 
must maintain public offices within its bounds and keep books 
showing a balance sheet and stock record, open for inspection; 
(2) that directors must hold one annual meeting in the state, 
giving thirty days notice thereof; (3) that no railway shall 
consolidate with or control any other railway corporation own- 
ing or having under its control a parallel or competing line, 
nor have any officers in common with such a railway; (4) that 
no railway organized under the laws of Texas shall consolidate 
with any outside company; (5) and that “no corporation shall 
issue stock or bonds except for money paid, labor done or prop- 
erty actually received, and all fictitious increase of stock or in- 
debtedness shall be void” (Art. XII, sec. 6). 
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With this strong basis, the commission is empowered to 
make rates and classifications for freight, and to provide pas- 
senger and express rates. Considerable elasticity is provided 
for by authorizing exceptional and emergency rates. The com- 
mission also has large power over train service; and, as will ap- 
pear, capitalization is truly under its control. It is further 
directed to ascertain the original cost and cost of reconstruction 
of Texas railways; and is empowered to prescribe “a system of 
bookkeeping.” In general, the commission is to see that “all 
laws of the state concerning railroads are enforced and obeyed.” 

These “strong” regulations were born of abuses and dis- 
criminations which, though heightened by misunderstanding 
and ignorance, were largely real. Stupendous land grants, now 
perhaps worth more than all the railways and their equipment, 
had been made, only too often to be abused and misapplied so 
as to become the basis for large private fortunes. All this 
might have been condoned, however, had the railways been able 
to convince the Texans that they were fairly treated. Not only 
was there discrimination between points and persons within the 
state; but above all it existed between points within the state 
and points outside, favoring producers in other states. Thus 
lumber was shipped from Omaha to Dallas, Texas, at a lower 
rate than from nearby Texas points. The Illinois manufacturer 
of wagons and plows was able to undersell Texas manufacturers 
for similar reasons. And the same complaint came from salt 
and wheat producers. Such cases as these have abounded in 
the West and are to be remembered when the charge is made 
that state commissioners seek to make interstate rates. 


THE COMMISSION 

The Railroad Commission of Texas consists of three elected 
members who serve for six years at a salary of $4,000. Origi- 
nally the office was appointive, Texas furnishing one of several 
cases in which the tendency is toward making such offices 
elective. 

The general scope of the commission’s powers and duties 
has just been described. Here a word may well be added con- 
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cerning procedure before the commission and some further de- 
tails of its chief powers. Procedure before the commission is 
very informal, and no record of the arguments and decisions 
is kept. The rules governing complaints are as follows: Com- 
plaints must be in writing and contain a brief statement of the 
matter and be signed by the complainant. Technical pleading 
is not required. If, in the judgment of the commission, the 
complaint requires investigation, it is filed; the commission may 
then notify the defendant with the purpose of securing redress 
without trial. In case of failure, notice of trial is served and 
five days are allowed for an answer. ‘In the trial, parties may 
appear in person or by counsel. Then the law provides that if 
the commission finds that there has been a violation, it shall 
determine if the same is wilful; and, if it is found that such is 
not the case, it may call upon the defendant to satisfy the dam- 
ages and cost of investigation. If such satisfaction is given 
within the time specified, there is no prosecution. But if not, 
or if the violation be found wilful, action shall be taken in the 
name of the state, to recover the full penalty. 

On the second Tuesday in each month the commission holds 
its hearings, which are open to the public. The docket has been 
published several days in advance, so one goes with some knowl- 
edge of what will be considered. One recent hearing may be 
taken as fairly typical of the scope and importance of the mat- 
ters dealt with. 

Promptly at the appointed hour the three commissioners file 
into their room in the capitol and confront the heterogeneous 
group assembled. There are cattlemen, two or three railway 
presidents, representatives of various Texas manufacturing con- 
cerns, one or two “smooth” looking gentlemen from outside 
interests, and over in one corner near the commissioners and on 
their right, a considerable group of railway attorneys. A few 
curious onlookers make up the occasional balance. 

The commission is seated, the chief in the center, and the 
clerk mumbles and drones off the first case. Forthwith the 
president of a little half-built, bush-whacking road somewhere 
in east Texas takes a seat before the commission and is put 

























440 JOURNAL OF POLITICAL ECONOMY 


through a cross-examination by the lawyer who is managing 
his interests, with the idea of showing why his little road should 
be recognized as a common carrier. He wants to be able to 
make their roads pro-rate. Then the head of a manufactory 
of jail material asks that his shipments be given the same rate 
as structural iron; and the commission is surprised to learn that 
the rate on jail material is 44 cents, while structural iron of 
similar character moves at 18 cents. Attention is also drawn 
to the fact that, as a result of some local exigency of a number 
of years previous to the time, a rate of 32 cents is charged on 
rough or unfinished iron, 14 cents in excess of the rate on fin- 
ished material. One railway representative suggests that the 
locks, etc., of jail material ought to take a higher rate and that 
hardware dealers might make a favorable action upon the petition 
an entering wedge; some of the older attorneys try to recall the 
occasion for the inconsistency in rates; the commission says it 
will consider the case, and things move on. Next the president 
of a prominent Texas railway finds an uncomfortable seat be- 
fore the desk. He has been summoned at the commission’s own 
initiative. When asked who owns the stock of his road he 
hedges, replying that several thousand shares are held in his 
name. But who owns them? Does a certain big interstate line 
not own them? He squirms, hems, supposes so—and the com- 
mission says, ““That’s all we want to know.” (A few days later 
the papers announce that for rate-making purposes the two roads 
will be treated as one.) The commission takes under advise- 
ment the request of a paper manufacturer for lower rates on 
lime, and some discussion on the part of the railways arises 
over the reduction. Again, the commission is informed that 
interstate rates on cement are to be lowered on a certain day 
in the future, and is asked by a cement producer to reduce intra- 
state rates accordingly, whereupon it is agreed to consider an 
emergency order to meet the interstate rate and to go into ef- 
fect the same day. Finally, a New Jersey bag manufacturer 
appears on the scene. He has paid his respects to the several 
commissioners in advance, but one feels that he is too much im- 
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pressed with his eastern origin to be able to make an effective 
appeal. He wants a commodity rate on his products from Gal- 
veston inland to enable him to compete with a New Orleans 
house. Assuming a bless-you-my-children air, he reasons that 
Texas will be benefited. But Dallas and Houston bag manufac- 
turers are on hand and cannot see it that way. They tell of their 
investments and appeal to the patriotism of all Texans. To cap 
the climax, the New Orleans rival is on hand and casts doubt 
on the motives of our devoted easterner. The chief commis- 
sioner asks him why he doesn’t build a plant in Texas if he 
wants the market. Exit. 

All this and more one hears at a session of the Texas com- 
mission. Truly it has great powers in its field, and before it 
appear the chief producing interests of the state, while ever the 
railways maintain their representatives in the corner near the 
commissioners and on the right. One must recognize that a 
full and fair hearing is given, and that the railways have ample 
and just voice in representing their interests before the com- 
mission. 

Naturally one is impressed with the great power of the com- 
mission. It is to be noted, however, that most of the Texas 
mileage is owned by interstate carriers which readily take cases 
to the federal courts; and that Texas rate policies are often 
modified by interstate rates. Of these limitations the commis- 
sion is inclined to complain, and its chief recently advised the 
legislature to “kill” a bill which would have allowed a consoli- 
dation of a Texas road with an interstate carrier, largely for 
this reason. 


THE RATE SYSTEM 


Under its power to “fairly and justly classify and subdivide 
all freight and property of whatsoever character that may be 
transported over the railroads of this state into such general or 
special classes or subdivisions as may be found necessary or 
expedient,” the commission early adopted a group of numbered 
and lettered classes as follows: 
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The rates shown are the per-ton per-mile charges for shipments 
moving 100 miles. 
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With this tenfold classification, there goes a tapering zone 
system of rates. Starting a shipment from any given point, 
there is a 10-mile zone within which the rate does not vary. 
Then comes a 2-mile zone. This is followed by a series of 3- 
mile zones or units, the charge rising steadily by 3-mile units 
between the 12-mile and the 120-mile points. If the shipment 
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goes farther, it enters a series of 4-mile zones which extend 
to a distance of 200 miles from the starting-point. And from 
the 200-mile point the charges increase by 5-mile units up to 
245 miles, when a flat rate applies. Thus one can imagine the 
territory laid out in a series of concentric circles which consti- 
tute rate zones, these zones becoming wider as distance from the 
center increases. The 10-, 120-, 200-, and 245-mile points mark 
the changes in width. Put in another way, the charge on a 
shipment of 100 Ibs. of third-class freight from any point for 
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any distance up to 10 miles in any direction is 10 cents. To 
any point within the zone lying between the 10-mile circle and 
one with a 12-mile radius the charge is 11 cents, or to a point 
within 12- and 15-mile circles it is 12 cents. And so on up to 
245 miles, where the maximum of 60 cents (third class) is 
made. All third-class shipments to points between 240 and 245 
miles distant take this rate, and there is no increase beyond that 
distance. The diagram on p. 442 illustrates the system and shows 
how the rate per ton mile decreases with distance. 

The “tapering” result is obtained in the following manner: 
as the width of the zones increases the charges necessarily in- 
crease at less frequent intervals; and in all classes but the first, 
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as the distance increases, it becomes more common to apply the 
same rate to two or more zones instead of increasing it with each 
new zone. In the fifth class, for example, the zones become 
virtually twice as wide as in the first class. The preceding dia- 
gram shows the way in which the charges taper for the first, 
third, and E classes. 

It is evident that the lower class rates begin to taper sooner 
and do so with wider zones, i.e., in less close gradation. 

One further modification of the rate structure remains to 
be noted. The state is divided into two rate areas known as 
“common-point territory” and “differential territory.” In the 
former area the preceding rate system applies, while, barring 
certain exceptions, rates to or from points in differential terri- 
tory, on shiprnents moving over 245 miles, are made by adding 
certain differentials to the maximum common-point rate. In 
differential territory rates increase by 10-mile zones up to 200 
miles, and by 15-mile zones thereafter until the 260-mile point 
is reached. A flat rate applies thereafter. 

The reason for this division is apparent when it is observed 


that common-point territory includes the eastern and more 
densely populated area, while the western part, the northern 


’ 


portion of the “Panhandle,” and the southern extremity of the 
state lie in differential territory. Higher rates are thus pro- 
vided for in the light-traffic differential territory. From time 
to time the common-point area has been extended westward. 
Practically the system is built up with Houston and Gal- 
veston as the basis, the latter being the chief Texas port and 
the former a rival city lying fifty miles inland to the north and 
west. This fact suggests another consideration concerning the 
Texas rate system—the Galveston-Houston differential. This 
differential exists because of water competition between the 
two cities; for low water rates are made via Galveston Bay and 
Buffalo Bayou. Long before the commission was created, the 
railways established the practice of making rates by taking 
Houston as a basing point and adding a differential to the 
Houston rate to ascertain the rate to or from Galveston. This 
practice the commission continued. This differential varies 
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from 2 to 7 cents according to class. For distances under 245 
miles the scheme works fairly well. A shipment out from Gal- 
veston to a point 245 miles from Houston takes the maximum 
common-point rate from Houston plus the differential. For 
greater distances, however, Galveston is injured, for the sum 
of from 2 to 7 cents per 100 lbs. is added to her maximum rate: 
from all other points in common-point territory the maximum 
first-class rate for distances over 245 miles is 80 cents; but for 
Galveston it is 87 cents. Naturally that city cannot see the 
reason for penalizing her merely because she has the advantage 
of water communication some distance inland. Several suits 
have been brought, and in March, 1911, the Texas Court of 
Civil Appeals decided in favor of Galveston and against Houston 
and the commission’s system. 

The writer has found no satisfactory explanation for this 
anomalous differential case. It seems not unlikely that the 
scheme was originated by the railways when their terminals 
were at Houston. This alone would favor that point. But 
furthermore the natural desire of the railways for the long haul 
would lead them to prefer ports more distant than Galveston. 
The export cotton trade has been the chief item concerned, and 
the commission appears to have continued the scheme largely 
in order to maintain two rival markets for cotton. 

3ut the Texas rate system is by no means a rigid one: there 
are numerous exceptions and many “special authorities” and 
“emergency rates.” Thus in several cases exceptions to the 
regular tariff are made (1) on account of competition between 
cities, as, for example, between Galveston and Houston or 
3eaumont and Port Arthur; (2) on account of water compe- 
tition (Galveston to Port Arthur and Lavaca); and (3) on 
account of wagon competition. Special rates are authorized on 
application of railway companies—often to facilitate Texas 
industries and town-building, e.g., tank cars of water for in- 
dustrial purposes, cotton seed, boiler tubes and wrought iron 
pipes, ores, raw materials for wagons, etc., building materials 
and material for paved streets, and shows and circuses are 
among the more common items. 
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The desire for stability and hostility to rate wars appears 
in the use of emergency rates—ostensibly as the chief reason, 
though perhaps others are really more potent. A circular of 
1899 provides that whereas certain Texas railways participate 
in rate wars on shipments from outside points whereby the 
stability of rates is disturbed and discrimination practiced; 
therefore, in order to protect railways which do not participate 
in such wars, such roads will be given a greater proportion of 
through rates where division is made by the commission. 
Among other cases, in 1899 low emergency rates were made 
on canned goods from Galveston and Houston. In 1904, “in 
view of the existing rates on wire, nails, and articles taking 
same rates, in straight or mixed carloads, from St. Louis and 
other interstate points to Paris, Texas, which creates a dis- 
crimination against other points in Texas,” an emergency rate 
of 25 cents per 100 lbs. was established between points in “com- 
mon-point territory.” Similarly, in 1909, rates on window 
glass, sashes, and doors were lowered between Texas points to 
meet interstate competition. 

In this connection, the existence of important commodity 
tariffs is to be noted. Thus there is No. 1-E on cotton and 
cotton linters, in bales, and cotton pickings in sacks, with its 
special rates, numerous “exceptions,” and rules concerning 
compression. Cotton products, grain and grain products, coal 
and lignite, wood and tan bark, brick, stone and sand, live stock, 
wool, lime, packing-house products, fruit, canned goods, salt 
in carloads, petroleum, sugar and molasses, and lumber are 
among the other products taking commodity rates. A glance 
at the commodity-tonnage statistics shows that probably the 
greater part of the tonnage of Texas railways moves on such 
rates.? 

Per cent 
"Gea cobevend Nouite.s es 
baw gy and cotton products 


Crude petroleum 
Livestock 


In round numbers the lumber tonnage is 7,980,000; coal, coke, and lignite, 5,680,000; 
cotton, 2,112,000; and grain, 2,704,000. The statistics are from the 1909 report of the com- 
mission. 
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The attitude of the commission, as already suggested, is 
one of defending Texas producers. In this defense a notable 
instance is found of the way in which state commissioners affect 
interstate rates; for, by calling the rail part of water-rail ship- 
ments from the Atlantic seaboard “intrastate” and reducing in- 
trastate rates, the commission can force a reduction of all-rail 
rates from eastern territory to the state. This follows, of 
course, from the fact that such rates must, under competition, 
be based upon the water rate. It is provided that “all freight 
originating in Texas and way-billed to Gulf ports, and all freight 
way-billed from Gulf ports to points in Texas, subject to rates, 
rules, and regulations of this commission, shall be considered 
as Texas traffic and shall be reported as interline, intrastate, 
or local, dependent upon its movement.” Now Texas is largely 
dependent upon other states for manufactured products, while, 
on the other hand, her own chief product is cotton moving out 
via gulf ports in considerable quantities. Thus Texas is in a 
position to exert no small degree of control over interstate 
rates. One way of doing this is by lowering the intrastate 
classification of manufactures—those not produced within the 
state, e.g., dry goods—thus defeating the classification of inter- 
state carriers. 

This power was originally used more largely in the interest 
of the people of the state as consumers. There now appears to 
be good reason for thinking that the interests of the consumer 
are sometimes sacrificed by granting local protection to pro- 
ducers in the state. 


CONTROL OVER CAPITALIZATION 


As early as 1857 Texas passed an act to prevent stock water- 
ing, which provided that “no railroad company shall issue any 
share of stock in said company, except at its par value and to 
actual subscribers who pay, or become liable to pay, the par 
value thereof’; and officers and directors were made liable to 
stockholders for violation of the provision. The “Stock and 
Bond Law” passed in 1893 enacted that: “Hereafter no bonds 
or other indebtedness shall be increased or issued or executed 
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by any authority whatsoever, and secured by any lien or mort- 
gage on any railroad or part of railroad, . . . . over or above 
the reasonable value of said railroad property: Provided, that in 
case of emergency, on conclusive proof shown by the company 
to the Railroad Commission that public interests or the preser- 
vation of the property demand it, the said commission may per- 
mit said bonds, together with the stock in the aggregate, to be 
executed to an amount not more than 50 per cent over the value 
of said property.” It is made the duty of the commission to 
ascertain the value of each railway in the state, “including all 
its franchises, appurtenances, and property.”’ The statute sets 
maxima by limiting bonds to an amount 50 per cent over the 
value of the whole property, while in no event can the stock 
exceed the value of the railway property. 

Several amendments have been incorporated. The commis- 
sion can now authorize securities equal to the reasonable value 
of extensions or branches, even though the remainder of the 
road is overcapitalized (1901); and provision is also made for 
additional issues of securities for the purchase of necessary 
rolling stock (1907). 

The rules and regulations which control the commission in 
the issuance and registration of stocks and bonds are as fol- 
lows: 

1. Authority to issue bonds.—The application must be signed 
by the railway’s president—or vice-president, if authorized— 
and must contain the following facts, certified by the secretary 
under the corporate seal: charter; list of subscribers, number 
of shares each takes, and amount of cash, labor, or property 
paid; copies of the notice of the authorizing meeting sent to 
stockholders, resolution adopted at that meeting, and resolution 
of the directors authorizing the application; maps of alignment, 
profile, and station and terminal grounds and town property; 
contracts with construction companies; schedule of rolling 
stock; and plans, specifications, and detailed estimates of values 
for new construction, containing a summary of items, quanti- 
ties, and prices. The commission then makes investigation into 
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the “reasonableness of the company’s valuation of its property 
and franchises which are offered as security.” If satisfied, an 
order is issued authorizing bonds to an amount which, together 
with the stock, will not exceed that valuation. These become 
a mortgage only when registered with the Secretary of State 
with the commission’s approval. 

2. Approval and authority to register —To secure registry 
there must be an application properly signed under oath, setting 
forth the following information: amount of capital stock issued 
or outstanding, amount of bonds outstanding, miles of com- 
pleted road upon which bonds are to be a mortgage, detailed 
estimate of the value of this mileage, all deeds of land and con- 
tracts for construction made since application for authority. 
The commission’s engineer then examines to see if the road 
is duly constructed, and to determine its value. “This commis- 
sion will not approve and authorize the registration of stocks 
and bonds except upon and to the value of actually completed 
railroad and its proportional share of equipment.” 

3. Registration of statements of stock.—In the case of 
stock, application for approval and certification to the Secretary 
of State must be signed and attested by the proper officers; con- 
tain a statement signed by the presiding officer of the meeting 
of the board which directed the issue; and the following infor- 
mation: numbers of the certificates, names of subscribers re- 
ceiving each certificate, number of shares, and amount of stock 
represented by each certificate, and the amount of: money, labor, 
or property paid for each share. 

One other feature of the stock and bond law remains for 
comment—one which has aroused much interest during the 
last few months. This is the section that deals with the effect 
of judicial or other sale. The act prescribes that all sales which 
would have the effect of discharging the property, when in the 
hands of the purchasers, from liability for claims for damages, 
unsecured debts, or junior mortgages, should also have the 
effect of annulling all claims of stockholders; and such sales 
should make it unlawful for the purchasers to operate the road 
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(Rev. Stat. of 1895, sec. 4584d). This furnishes strong pro- 
tection to all junior lienors and unsecured creditors. In August, 
1910, the Governor called a special session of the legislature 
largely to deal with the conditions upon which the purchaser 
of a railroad may organize a new corporation and issue stocks 
and bonds, the case of the International and Great Northern— 
then in the hands of the receiver—being in mind. Accordingly, 
a bill was passed which provided that the purchasers of any 
railway property under executive sale shall take title only upon 
condition that they file with the Secretary of State a written 
agreement to pay all unsecured debts and to subject the prop- 
erty to a lien for that purpose. Thus the old provision is rein- 
forced and made more definite. The obvious end is to prevent 
a common evil accompanying the reorganization of corpora- 
tions. 

It is to be remembered that the stock and bond law, while 
pretty strict, makes provisions for issues 50 per cent in excess 
of valuation and allows exceptions calculated to further exten- 
sions and to provide for adequate equipment. 

The legislation regulating stocks and bonds no doubt had 
some protection for the investor as one object, but the chief 
object appears to have been effective rate regulation and this 
still holds true. The tendency of the courts to give weight to 
capitalization in deciding upon the reasonableness of rates makes 
the logic of the object clear enough: if rates are to be kept at a 
reasonable level, the dividends paid upon watered stock cannot 
be allowed to figure as expenses, and to prevent this, stock water- 
ing must either be prevented or be known and allowed for. 

In applying the law, the commission was virtually powerless 
in the case of capitalization made before its passage; but that 
body has so well enforced its provisions in the case of new 
roads that the average amount of securities per mile has stead- 
ily declined. Of course, too, the issuance of further securities 
by the overcapitalized lines was checked. In the course of six- 
teen years the average per mile has been reduced by the sum of 
over $10,000. 
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* The amounts after 1904 do not include over $17,000,000 “certificates of indebtedness,’’ issued on 
the Gulf, Colorado, and Santa Fe, and which are not authorized by the commission. 


At the time of the passage of the stock and bond law there 
can be little doubt that Texas railways were overcapitalized. 
In 1894 the total outstanding stocks and bonds amounted to 
nearly $41,000 per mile of line. At that time there were rela- 
tively few highly valuable terminals, nor was the permanent 
improvement item a large one. Traffic was relatively sparse. 
And prices were nearing their lowest ebb. Not unnaturally, 
the commission reached a valuation far below the above amount, 
though they may have gone too far. Thus, in 1895, the average 
value of 8,860 miles was given as only $15,844 per mile. The 
most immediately important point to be made, however, is that 
their valuations were made at a time when values in general 
and values of Texas railways in particular, were very low, and 
consequently should have been revised later to correspond to 
altered conditions. Has this been done? Not in so far as the 
original valuations are concerned. The commission in its 1908 
report states that “few of the valuations which were made by 
the commission during 1894 and 1895, when practically all of 
the railroads then in the state were appraised, have been re- 
vised” (p. 33). Since then, prices have risen, greatly increas- 
ing the cost of materials, construction, etc. Traffic has grown 
denser and has made better construction and more facilities 
necessary: this means better track and roadbed, more costly 
terminal facilities, and many “permanent improvements.” In 
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many cases the settling and seasoning of the property is an 
item giving increased value. In a word, the original valuations 
and any later ones made on a similar basis are now too low. This 
conclusion is supported by the fact that Wisconsin has esti- 
mated the cost of reproducing her railroads at $41,811 per mile, 
Minnesota at $54,201, and Washington at $64,343, though the 
cheaper construction in Texas is to be remembered. 

But in practice the commission’s procedure has not been so 
thoroughly illogical as might be inferred. The original valua- 
tions applied to lines which on the whole were pretty clearly 
overcapitalized, and the normal increase in the value of the prop- 
erties was regarded as wringing out some of the large proportion 
of water. On the other hand, an examination of valuations of 
new lines shows considerable increases. The average appraised 
value per mile increased from $15,884 in 1896 to $17,015 in 1908. 
This increase is practically all due to the higher value of new 
lines. In appraising 45 railways having 9,105 miles of line be- 
tween 1894 and 1896, an average of $15,589 was reached; 
whereas between 1905 and 1909, 37 roads (1,678 miles) gave an 
average of $22,227 per mile. 

It may be said, however, that this increase is due to the 
growth of terminal facilities and represents ro increased al- 
lowance for road and equipment. This is partly true. But tak- 
ing five typical cases in which no expensive terminals, rock 
excavation, etc., are included, it appears that 240 miles were 
valued at an average of about $14,000 in 1905; eight lines 
having 684 miles of similar construction showed an average of 
over $15,500 in 1907; while in 1909, the average for four lines 
having 90 miles—the entire valuation for the year—was $19,- 

71. 

Persistent attempts have been made to amend the law, pro- 
viding for revaluation upon petition and making the value for 
capitalization purposes the commission’s valuation (cost of 
production or reproduction) plus the Intangible Tax Board’s 
valuation (franchise, etc.). It is the writer’s opinion that the 
people of Texas are beginning to understand that under their 
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stock and bond law too narrow a basis for capitalization has 
been provided and that the development of Texas railways has 
been somewhat retarded by its operation. The writer cannot 
escape the feeling that for the average investor who can hardly 
know all the details of a company’s affairs it is something to 
know that his securities have property back of them to their 
par value, and to know that, as a junior lienor, he need not 
dread a compulsory reorganization in which his claims may be 
wiped out. But the criticism is that “property” includes cer- 
tain intangible items, and that it is easy to go too far in pro- 
tecting second mortgages and encroach upon the sound claims 
of the first mortgages; and Texans are beginning to realize the 
justice of this criticism. 


CONCLUSION 


As to the result of Texas railway regulation, from the in- 
vestor’s point of view, One must speak guardedly; for, as an 
industrially new state and one liable to bad years, it is impossible 
to attribute ups and downs to political arrangements. The state 
leads all others in total single-track mileage; but shows a low 
mileage per unit of population and per unit of area, and there is 
a great demand for more railways by many Texas towns. Earn- 
ings are absolutely and relatively low. Of course they are lower 
than in other sections, because traffic density is lower in the 
Southwest than in any other region of the United States. The 
movement of earnings is shown in the diagram on p. 454. 
It appears that net earnings have risen somewhat more slowly 
than the average for the United States; and it is notable that they 
show wider fluctuations. The average revenue per ton per mile, 
roughly speaking, runs between 0.95 and 1.05 cents. As to 
capitalization, dividends, etc., there is a high percentage of 
bonds, and an unusual proportion of income bonds. Interstate 
Commerce Commission Group IX (Texas and Louisiana) shows 
a larger amount of that form of security than any other section. 
This is probably due, in part, to the Texas stock and bond law. 
The net income from operation in 1909 made an average return 
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of 5.4 per cent on stocks and bonds, 10.5 per cent on the com- 
mission’s valuation, and 6.8 per cent on the assessed valuation.” 
There has undoubtedly been considerable hasty or temporarily 
unprofitable construction. 

From the point of view of the public, the results are, on the 
whole, good. Discrimination has been largely removed, popula- 
tion distributed, and undue concentration of power in a few 
urban centers checked. The commission’s activity in regulating 
train service has also been salutary. The chief criticisms lie in 
a recent tendency to pay too exclusive attention to the immediate 
interests of producers, rather than consumers, and in a desire 
to maintain control over the situation by preventing economically 
desirable consolidations. Whether based on a reasonable under- 
standing of the situation or not, it is a fact that there is also a 
belief on the part of capitalists that the terms of capitalization 
are too restrictive, with the result that of late years construction 
has not been so rapid as in several other western states. 

Lewis H. HANEy 

UNIVERSITY OF TEXAS 


*For certain individual lines the percentages are, respectively: 
C.K. 1., and Gulf . 10.0 12.0 
Gulf, Col., and S. F .8 12 7.0 
Mo., Kan., and Texas 4 12.6 6.4 
San Antonio and Aransas Pass 9 t2.2 6.9 
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With the outbreak of the War of the Rebellion Ohio was 
called upon to furnish and equip troops for federal use and also 
to defend her own borders. More revenue was necessary, loans 
had to be made to provide for immediate needs, and additional 
and heavier taxes had to be imposed. The occasion demanded 
a more energetic and capable administration of the state finances 
than had previously characterized them, as well as a greater 
willingness to impose and pay taxes. As so generally in times 
of crisis, there was an immediate response to the needs of the 
situation, and a fairly efficient financial administration for the 
next five years. The Civil War began with the firing on Fort 
Sumter on April 12; the President issued his first call for troops 
on April 15. And on April 18 Ohio responded with an appro- 
priation of $1,000,000 “to provide for the defense of the state, 
and for the support of the federal government against rebellion.” 
Of this amount $450,000 was for the purchase of arms and 
equipment for the militia; $500,000 to be expended by the 
governor to carry into effect any requisition of the President 
of the United States; and $50,000 was an extraordinary con- 
tingent fund under the control of the governor. Under this 
act and a later one of April 26, the commissioners of the sink- 
ing fund issued and sold at par 6 per cent certificates of funded 
debt of the state to the amount of $1,212,039, payable in 1865, 
1866, and 1868.87 These were known as the Union loans. At 
the same time an extra war tax was levied for the purpose of 
meeting these expenditures. Before this could become effective, 
however, the expenses of the Union loans and the interest on 
them were paid out of the sinking fund. Again had the temp- 
tation to use this fund in the hour of need proved too strong 
to be prevented by a mere statute. During the year there was 
redeemed of the loan of 1860, $215,000, and the remaining 

® “Report of Commissioners of Sinking Fund” (November 16, 1861), Exec. Docs. (1861), 
I, 569; “Auditor’s Report” (1861), ébid., p. 28. 
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portion of the temporary loan of 1858 due March 1, 1861, mak- 
ing the total payments $565,000. On November 15, 1861, the 
debt amounted to $14,897,273, or a net increase during the 
year of $647,039. 

The crisis of December, 1861, resulted in a suspension of 
specie payments throughout the country on December 30; a few 
days later the federal government did the same. In Ohio the 
banks were authorized early in January*® temporarily to sus- 
pend specie payments, and to receive and pay out United States 
demand notes. In return the banks were required to furnish 
the treasurer of the state with sight exchange, payable in 
New York in coin, for their own notes, in the proportion 
that the circulation of a bank should bear to the circulation of 
all solvent banks in the state, at a rate not over %4 of I per cent 
premium, for the purpose of paying the interest and principal 
of the state debt. Thus the very act suspending specie pay- 
ments for the banks made provision for meeting the obligations 
of the state to its creditors in coin. 

After the issue of the greenbacks and the resulting premium 
on coins and their disappearance from circulation, the question 
presented itself in Ohio, which later confronted the federal gov- 
ernment, namely, as to whether the interest and principal of the 
public debt should be paid in coin or in depreciated paper. The 
bonds called for “‘coin,”’ but it was very plausible to argue that 
now that the federal government had issued United States notes 
and made them legal tender, they might properly be used in place 
of coin. The issue was discussed by both the auditor and the 
governor in their messages of 1862. 

The most important question relative to the public debt [said the 
auditor®] concerns the future payment of the interest on the public debt 
in coin When this act” was passed, coin was at a premium of 2 per 
cent in New York. In May, when the quota of the banks for the July in- 


terest was notified to them, it was 4 per cent; when the interest became pay- 
able, July 1, it was at 7 per cent; now [December, 1862] the premium ex- 


* Act of January 16, 1862 (O.L., 1862, p. 3). 

*” “ Auditor’s Report” (1862), Exec. Docs. (1862), I, 178. 

* Act of January 16, 1862, requiring the banks to furnish New York exchange at a pre- 
mium of not over 4 of 1 per cent in exchange for their own notes. 
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ceeds 30 per cent. It seems clear if the banks are required to furnish coin 
they must go into liquidation. Moreover, it is not clear that they could not 
use United States notes which have been made legal tender, instead of coin, 
except in redemption of their own notes, to make up the quota 

the state suspend specie payment of interest on the foreign debt? Hitherto, 
through all the fluctuations of the currency of the country, as well while 
the banks were in suspension as while they were paying coin, with one unim- 
portant exception, the state of Ohio has paid this interest with coin, or the 
equivalent of coin. 


The auditor suggested that, in order to obtain this coin, either 
increased taxes must be levied with which to buy it, or a part of 
the taxes should be collected in coin. 

The governor, in his annual message for 1862,°! presented 
the arguments for and against the payment of the debt in coin, 
and concluded that the state ought not to violate its agreements. 

The banks of the state had availed themselves of the pro- 
visions of the suspension act by suspending specie payments. 
Accordingly when they were called upon by the sinking fund 
commissioners for the sum needed to pay the July interest, 
$405,625, they furnished it promptly without waiting for their 
own notes to be presented. When the interest, amounting to 
$391,538, due on January I, 1863, was requested, the banks 
insisted upon their own notes being presented for their quota, 
which was done with some little trouble, as the banks were 
already reducing their circulation. The interest on the domestic 
debt had been paid meanwhile in currency and not in coin, and 
it was felt that it was unfair to the holders of this debt to treat 
them differently from the owners of the foreign debt. When 
the July interest became due the banks notified the treasurer 
that they would not furnish coin, and the interest was therefore 
paid in United States currency.** This action seems to have 
been accepted as a matter of course, and had little effect on the 
market value of the securities of the state.** 

* Governor’s Message, Exec. Docs. (1862), I, 18-10. 

» “Report of Treasurer,” Exec. Docs. (1863), I, 330. 

* “Report of Treasurer,” Exec. Docs. (1864), I, 12. New York paid her creditors in paper 
in 1864; so did Pennsylvania and Indiana. ‘‘ Massachusetts was the only state and Boston 


the only city which maintained specie payments to all holders of their obligations contracted 
before 1861.” —E. D. Fite, Social and Industrial Conditions in the North during the Civil War, 


p. 121. 
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Since she was paying her obligations in currency it seemed 
wasteful to retain a stock of dead coin in the treasury, especially 
when it was commanding a high premium in the market. There 
was $65,300 in gold and $2,134, in silver in the treasury; in 
his report for 1865 the treasurer urged that this be sold.** 
Accordingly, the General Assembly, by a joint resolution of 
March 20, 1866, authorized the sale of the gold coin, which was 
forwarded to the American Exchange National Bank of New 
York and sold by it at an average premium of about 32 per 
cent, realizing a profit of $21,315 after deducting the broker’s 
commission and the government tax.®°® The auditor regretted 
only that the sale had not been authorized at an earlier period, 
as so much more could have been made.** After this only 
greenbacks and notes of national banks were used in transac- 
tions by the state; in August of that year the treasury balance 
consisted of $435,595 in currency and $2,117 in silver.** In 
1870 the creditors of the state began to demand gold for the 
principal and interest due them, claiming that, as the debts due 
them were contracted prior to the passage of the legal tender act 
of Congress, they were entitled to gold under the recent de- 
cision of the Supreme Court of the United States on the subject 
of coin payment on such contracts.°* The legislature, however, 
took no action in the matter, and currency continued to be used 
in this as in all other transactions of the state treasury, until 
the resumption of specie payments in 1879. 

During the war, from 1861 to 1865, the expenditure of 
Ohio for military purposes was $10,410,240. With this large 
extraordinary drain upon her resources, she yet reduced her 
public debt $1,985,259,°° and this was accomplished without op- 
pressing her people by state taxation, as the average increase 
of state levies for the four years was but seven-tenths of one 

™ Exec. Docs. (1865), Il, 43. 

** “Treasurer’s Report,” Exec. Docs. (1866), I, 8. 

* “ Auditor’s Report,” Exec. Docs. (1866), I, 146. 


” “Report of Special Examiners of the Treasury,” Exec. Docs. (1866), I, 284. 


*“ Auditor’s Report,” Exec. Docs. (1870), I, 319. The auditor urged the payment in 
gold of all debts contracted prior to the passage of the legal tender act. 


” From November 15, 1861, to November 15, 186s. 





460 JOURNAL OF POLITICAL ECONOMY 


mill on the dollar’s valuation of her grand duplicate°° This 
seeming miracle was accomplished by two factors: there was 
a large increase in the valuation of the property returned for 
taxation, so that the same rate produced a larger revenue; and 
in the second place, there was an extraordinary response on 
the part of the people to the demands of the state. The pro- 
portion of taxes not collected shrank to very small proportions, 
the smallest in the history of the state.1°' As a consequence of 
these facts, but few loans were required to meet the extraor- 
dinary expenditures after the increased tax rates became effective. 
The following “Union” loans were made during the war: in 
1861 the 6 per cent domestic loan of 1865 for $250,000; the 
6 per cent domestic loan of 1866 for $300,204; and the 6 per 
cent loan of 1868 for $661,835, of which $281,969 was raised 
in Ohio and the balance in New York. In 1862 another “for- 
eign” loan was made—the 5 per cent loan of 1865 for $1,015,- 
000. No money was borrowed in 1863, but in 1864 the fear 
of invasion led to the placing in Ohio of a fifth loan, of $400,000 
at 6 per cent, due in 1871; a premium of $503 was received on 
this. 

The immediate resort to heavier taxation and the prompt 
response by the tax-payers made it possible not only to use loans 
sparingly as a means of securing the necessary funds, but also 
to pay off rapidly the existing debt. Ohio offered a striking 
example during the war of a state increasing her expenditures 
and liquidating her obligations at the same time. As fast as 
a block of bonds became due, or approached maturity, they were 
at once attacked and paid off, a process made possible by the fact 
that almost every year some such issue did mature. The changes 
in the composition of the debt and the rapidity of payment dur- 
ing the decade 1860-70 can best be shown by giving the debt 
statement of July 20, 1859, and a table showing the successive 
payments after that date. 

* Auditor's Report (1865), p. 329. 


** The delinquencies and costs of collection of the taxes levied in 1863 were only 1 per 
cent (“‘Auditor’s Report,”’ Exec. Docs. [1864], I, 220). 
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DEBT STATEMENT, JULY 20, 1859* 








Date of Maturity of Foreign Debt Rate of Interest Amount 





per cent 
Loan due after December 31, 1860 6 $ 6,413,325 
Loan due after December 31, 1865 1,025,000 
Loan due after December 31, 1870........ 2,183,532 
Loan due after December 31, 1875 1,600,000 
Loan due after December 31, 1886 2,400,000 
Temporary loans— , 
Loan due after July 1, 1860 350,000 
Loan due after July 1, 1861 350,000 
Domestic debt— 
Loan due after May 1, 1863 275,385 
Overdue stock of 1846 a 1,765 
Overdue stock of 1856 = 5,311 
National Road bond Pa 60 











$14,604,379 





* This was the only report made this year by the sinking fund commissioners, as they changed the 
dates of their reports from January and July 20, to May and November 15. The next report was that 
of May 15, 1860; no change was made during the interval. 


The additions to the debt during the war have already been 
given. In 1862 the loan of 1860 was refunded in part, to the 
amount of $4,095,309, into bonds maturing in 1881; $494,111 


was redeemed, and the remainder, $1,608,905, left outstanding 
and gradually paid off in the next few years. The following 
table shows the payments during the decade, for the fiscal years, 
ending November 15: 


PAYMENTS ON THE DEBT, 1860-69 











Overdue loan of 1856 

Temporary loan of 1860... 
Temporary loan of 1861... 
Permanent loan of 1860. . . $120,773 
Permanent loan of 1863... 6 241,785 
Permanent loan of 1865... 
Permanent loan of 1866... 
Permanent loan of 1868... 
Permanent loan of 1870... 





$755,611 $364,058 | $588,737 
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PAYMENTS ON DEBTS, 1860-69—Continued 





Total, 10 years 





Overdue loan of 1856 


Temporary loan of 1860.... 
Temporary loan of 1861.... 
Permanent loan of 1860. ... 
Permanent loan of 1863..... 
Permanent loan »f 1865... . 

Permanent loan of 1866..... 
Permanent loan of 1868... .. 
Permanent loan of 1870..... 


Total 





327,254 
157,302 





510,493 


$ 5,000 
350,000 
350,000 

2,316,746* 
275,385 

1,275,000 
300,204 
659,335* 
667,855 





| $1,097,247 
u 





$782,826 





$499,267 


$516,093 





$6,199,525 





* The balance of $1,270 on the debt of 1860 and of $2,500 on the debt of 1868 were both paid in 1872. 


This was a splendid exhibition of financial strength and 
good management. Every resource not demanded by the other 
needs of the state was being devoted to this purpose. By a 
provision of the appropriation bill of 1867, the auditor was 
authorized to transfer, temporarily, balances of various funds 
to the sinking fund, and to pay therewith portions of the 
debt. The aggregate interest saved by this transaction amounted 
to $37,431, and the governor recommended that the plan be 
made permanent, as “so manifestly economical and proper.”?°? 
The debt on August 15, 1867, was $11,056,817, of which the 
amount held by citizens of Ohio was about $1,271,000, the bal- 
ance being held equally in the United States outside of Ohio 
and in Europe.”’* The debt had now been reduced to such a 
low figure that the legislature felt it possible to abolish the office 
of state agent of the commissioners of the sinking fund, which 
had hitherto been maintained in New York City;?* arrange- 
ments were made to have the interest due there paid through 
some bank selected by the commissioners. They made an agree- 
ment with the American Exchange National Bank to pay both 
principal and interest free of charge.’°° 

*** Governor’s Message (January 6, 1868), Exec. Docs. (1867), I, 140. 

* “Report of Special Examiners of the Sinking Fund,” Exec. Docs. (1867), I, 160. 

** Act of May 8, 1868 (O.L., 1868, p. 131). 

5 “Report of Sinking Fund Commissioners” (December 19, 1868), Exec. Docs. (1868), 
I, 566. This bargain was evidently not profitable to the bank, for in 1882 the commissioners 


urged the legislature to grant it $5,000 for its services (“‘ Report of Sinking Fund Commissioners,” 
Exec. Docs. [1882], I, 1203). 
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The state levy for the sinking fund had remained at 1.2 
mills, and was bringing into the sinking fund for the payment 
of interest and principal on the public debt over a million and 
a quarter dollars annually. Consequently the reduction in the 
principal was correspondingly large during these years, being 
as follows: 1865, $1,097,000; 1866, $782,000; 1867, $500,000; 
1868, $516,000; 1869, $264,000. “The finances of the state,” 
wrote the auditor in 1866,'°° “were never in as favorable a 
condition as at the present time; and her credit in the market 
is not surpassed by that of any other state or government in 
the world.” Surplus financiering placed too great a strain, 
however, upon the steadfastness of the legislators. It was easy 
to spend money, and still easier to borrow from the sinking 
fund than to levy additional taxes. During the year 1868 the 
legislative expenses proved to be some $90,000 in excess of 
the estimates, while other causes brought up the estimated de- 
ficiency in the general revenue fund to nearly $200,000. Acting 
upon the suggestion of the auditor’ the legislature transferred 
$175,000 from the sinking fund to the general revenue fund, with 
the proviso, however, that it must be repaid by January 1, 1871, 
when the next instalment of the public debt would fall due.?®® 
The next year they transferred $200,000. At the same time, 
however, they most ill-advisedly reduced the levy for sinking 
fund purposes from 1.2 to 0.7 mills, thus diminishing the taxes 
for this purpose from $1,370,102 in 1868, to $808,826 in 1869. 
In answer to the remonstrances of the auditor,’®® the legislature 
raised the rate the following year to 0.8 mills. 

The accumulations in the sinking fund proved sufficient, 
however, to meet the balance of the debt falling due in 1870, 
including the domestic defense loan of $400,000. The act 
appropriating money for this purpose in 1870''° used the phrase 
“as required by the constitution,’ showing that the constitu- 
tional requirement was not yet forgotten. The next year, as 

¢ “ Auditor’s Report,” Exec. Docs. (1866), I, 133. 

"7 “ Auditor’s Report’? (December 12, 1868), Exec. Docs. (1868), I, 85. 

** Act of May, 1868. 


‘°° “ Auditor’s Report,” Exec. Docs. (1869), I, 374. 
™* Act of April 16, 1870 (O.L., 1870, p. 67). 
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no debt fell due, the sinking fund commissioners purchased 
state bonds in the open market, but were unable to purchase 
the full amount required under the constitution. “None of 
the bonds were due and some of the holders refused to sur- 
render them at any price, while others demanded 10 to 12 per 
cent premium. Under the law as it stands,” wrote the au- 
ditor,!'! “the commissioners could do nothing with the money.” 
Nevertheless, they managed to pay off $439,175 of the debt 
during the year ending November 15, 1872, reducing the prin- 
cipal on this date to $8,583,547.'!2 In October, 1873, the com- 
missioners advertised in New York City for proposals for 
surrender of Ohio state stocks, but only one proposition was 
received in response, and that was for so small a sum and at 
such a high rate of premium that no attention was paid to it." 
The money was meanwhile piling up in the sinking fund, and 
the commissioners asked for authority to invest in United States 
bonds until the next batch of state bonds should fall due, on 
January 1, 1876. This was not granted, and there seemed no 
recourse but to let the appropriations called for by the Consti- 
tution accumulate in the sinking fund.'** 

A solution of the difficulty was, however, attempted by the 
legislature. In spite of the protest of the auditor, and in dis- 
tinct contravention of the constitution,’’® the General Assembly, 
at the sessions of 1872 and 1873, passed acts'!® authorizing the 
temporary transfer of money from one fund to another."** The 
money which had accumulated in the sinking fund, and which 
the commissioners were unable to use in the purchase of bonds 
or to invest, was evidently too tempting a morsel to the legis- 
lators. In pursuance of these laws, large sums were transferred 
from the sinking and common school funds to the revenue and 
asylum funds. In 1873 the attorney-general, in response to 
a resolution of the House, gave an elaborate opinion that the 

** Auditor's Report (1870), p. 319. 

™ Governor’s Message, Exec. Docs. (1872), II, 556. 

"3 “Report of Commissioners of Sinking Fund,” Exec. Docs. (1874), I, 328. 

"™ There was paid of the public debt $222,857 in 1874, and $38,285 in 1875. 


"Ss Art. XII, sec. 5. "6 O.L., Vol. LXX, p. 271. 
"7 Governor’s Message (December 1, 1874), Exec. Docs. (1874), I, 3. 
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laws authorizing these transfers were unconstitutional. This 
opinion deprived the argument of earlier auditors, that such 
transfers were not “diversions” in the meaning of the law, of 
all validity,"4* and for a while after this the public funds were 
held and used for the purposes for which they were collected. 
There still remained, however, of these transferred funds, which 
had not been returned, the sums of $580,000 due the sinking 
fund, and $21,000 due the common-school fund. 

To the legislature it seemed a foolish thing, even though 
commanded by the constitution, to tie up money in the sinking 
fund, where it was doing no good. They consequently pro- 
ceeded to reduce the rate of taxation. But they must have felt 
some hesitation as to the propriety of this act, for the House 
addressed a query to the auditor as to whether the rate of taxa- 
tion could be reduced. In spite of his answer in the negative’’® 
the legislature cut down the tax rate for state purposes from 
3.5 to 3.2 mills, resulting in a reduction of state taxes of about 
$474,000. This made it impossible for the asylum fund to 
pay back its temporary borrowings to the sinking fund.'*° 
Owing to this fact the sinking fund commissioners were able 
to redeem only $868,230 of the debt of $1,473,115 which was 
due on January 1, 1876.14 An extension of three months was 

"8 In his report for 1869, for instance, the auditor, James H. Codman, argued at length 
that the transfers of funds were not diversions, but merely loans. After quoting from the 
constitution the provision that “no tax shall be levied, except in pursuance of law; and every 
law imposing a tax shall state distinctly the object of the same, to which only it shall be 
applied” (Art. XII, sec. 5); and the further provision that the sinking fund is not to be used 
for any other purpose than the payment of the public debt (Art. VIII, sec. 7), he then asks 
of the transfers made from the sinking fund: ‘‘Was this constitutional? Was it a diversion 
of revenue from purposes for which raised to other purposes? No; it was a temporary loan 
of unused funds merely, to be later repaid when needed The attorney-general agrees 
with these general principles.” He then proceeds to justify it for the following reasons: “If 
the transfers had not been made, the state must have suspended payment, all our benevolent 
institutions suffered immense inconvenience and loss, and the state lost immeasurably in 
reputation. I thought it too narrow a view for an executive officer to incur consequences so 


grave and serious to the state, upon a mere technicality of language, where the substance was 
provided for.” 


"* Letter of March 31, 1874. In “Auditor’s Report,” Exec. Docs. (1874), I, 62. 

*” The commissioners of the sinking fund contented themselves with a mild request that 
they be allowed 6 per cent interest on sums borrowed (‘‘Report,” November 19, 1874, Exec. 
Docs. [1874], I, 327). 

* If the previous moderate levy of 8 mills for the sinking fund had been maintained, the 
loans due in 1875 and 1881 could both have been met upon maturity. 
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granted in which to pay the remaining $604,875, by which time 
the semiannual payment of the state taxes would be available; 
they were all redeemed before the end of the year, except $7,700, 
which was paid in the two following years.*?” 
At the close of 1876 the public debt was as follows: 

The loan of 1868 amounting to 

The loan of 1875 amounting to 

The loan of 1881 amounting to 

The loan of 1886 amounting to 


Total foreign debt 


* In addition to this there was still $1,665 of an old canal loan outstanding, which had ceased to bear 
interest. 


There was now no further debt to pay until June 30, 1881, 
when bonds to the amount of $4,072,640 would mature. Ac- 
cordingly the legislature, now that the immediate pressure was 
removed, promptly reduced the tax levy for the sinking fund 
from 0.8 mill to 0.5 mill, which rate would produce a surplus 
of about $1,000,000, in addition to paying the interest, by the 
time of the maturity of the debt in 1881. In his report for 
that year the auditor considered this “entirely adequate’ as 
it prevented the accumulation of funds. He then went on to 
say “unless the constitutional provision directing the creation 
of a sinking fund... . annually to reduce the principal by 
the sum of $100,000, compounded at 6 per cent, is deemed an 
imperative and perpetual requirement, the present levy will 
suffice.”'** The commissioners of the sinking fund, however, 
insisted that the requirements of the constitution in respect to 
the sinking fund were specific, and called for definite annual 
appropriations. They recommended an increase in the tax levy 
from 0.5 mill to an amount sufficient to meet the constitutional 
requirements, and the investment of the accumulations in United 
States bonds until the debt should fall due in 1881 and 1886. 


** The unbusinesslike attitude of the legislature is well illustrated by an incident that 
occurred in connection with this deficit. The auditor in his report of 1874 (Exec. Docs., I, 
62) said it “was not unanticipated,” and printed his letter of March 31, 1874, in which he 
advised against reducing the rate of taxation. In the session of 1875 the chairman of the 
House Committee of Finance criticized the auditor severely for presuming “‘to put the state 
to the expense of printing in his annual report . . . . this letter” (“‘Auditor’s Report,” Exec. 
Docs. [1875], II, 340). 

""* Auditor's Report (1876), p. 6. See also report for 1877, p. 52. 
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This advice was not heeded by the legislature and during 
the years 1876'** to 1880 inclusive no appropriations at all 
were made for the payment of the public debt—a flagrant dis- 
regard of the clear provisions of the constitution. It was not, 
however, for lack of prodding, for in his report for 1879 the 
auditor recurred to the matter in the following terms: 

The language of the constitution is clear, and, as I deem it, imperative, 
that there should be provided from 1851 a sinking fund ... . [quotes con- 
stitution]. No appropriation has been made since 1875, and while it is true 
that no part of the debt has matured since that date, yet if the means had 
been provided as was contemplated by the constitution, the commissioners 
of the sinking fund would be able to buy up Ohio stocks offered at reason- 
able rates. The amount which the sinking fund ought to have received in 
the past five years [including 1880] is $2,282,425." 


The auditor then recommended an increase of the tax levy 
and the appropriation of this amount. No attention was paid 
by the legislature to this recommendation, but in another way 
it made tardy restitution to the now empty sinking fund. Vari- 
ous acts’*® had transferred money amounting to $843,414 from 
the sinking fund to the general revenue and asylum funds. In 


the meantime $393,414 had been paid back, leaving a balance 
still owing of $450,000; the act of March 26, 1879, had merged 
the asylum fund in the general revenue fund. By the act of 
February 8, 1881,'** the legislature now provided for an appro- 
priation of $272,640 from the general revenue fund to the 
sinking fund, leaving a balance of $177,360 still unpaid. In 
addition to this, $1,000,000 was appropriated to the sinking fund 
from state revenues. This made it possible to redeem bonds to 
the amount of $1,275,140.1°° The balance, $2,800,000, was re- 
funded in 4 per cent bonds, payable in annual instalments from 
1882 to 1888.12 After these operations the public debt state- 
ment for November 15, 1881, was as follows: 

'* The appropriation to pay the debt falling due on January 1, 1876, was made by act 
of March 30, 1875. 

"5 Auditor’s Report (1879), p. 31. The actual balance in the sinking fund on November 
15, 1879, was $741,805. 

™* Acts of April 16, 1867; May 5, 1869; April 27, 1872; and May 5, 1873. 

“7 O.L., 1881, p. 26. 


“* This includes $2,500 still outstanding of the loan of 1868. 
’ Act of February 19, 1881 (O.L., 1881, p. 34). 
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Loan payable after December 31, 1886, bearing 6 per cent interest. .$2,400,000 
Loan payable July 1, 1882, bearing 4 per cent interest 

Loan payable July 1, 1883, bearing 4 per cent interest 

Loan payable July 1, 1884, bearing 4 per cent interest 

Loan payable July 1, 1885, bearing 4 per cent interest.............. 

Loan payable July 1, 1886, bearing 4 per cent interest 

Loan payable July 1, 1887, bearing 4 per cent interest 

Loan payable July 1, 1888, bearing 4 per cent interest 

Canal loan, not bearing interest 


$5,201,665 


This new loan of $2,800,000 was placed at a premium of 
$105,000, which brought the actual rate of interest down to a 
level of about 3.1 per cent, a fact which called forth the follow- 
ing complacent comment from the governor :'*° “The fact that 
this loan was secured by a rate of interest less than has yet been 
paid by any state, or by the United States, attests the high fi- 
nancial standing of the state.’ Of the fact that the appropria- 
tions to the sinking fund for the purpose of paying the principal 
of the public debt fell short of the constitutional requirements 
by over $1,000,000 in the five years ending with 1880, no men- 
tion was made. 

There was no difficulty in meeting the small amounts of 
debt due in 1882 and 1883; these were promptly paid, as well 
as $54,150 of the 6 per cent loan due after 1886.1*' In the 
latter year the finances of the state were in such a favorable 
condition that the legislature authorized the commissioners of 
the sinking fund to buy bonds due in 1884, 1885, and 1886, 
to an aggregate amount of $450,000 upon such terms as with 
interest should not exceed a 3 per cent rate.4** The commis- 
sioners made use of this authority to purchase within the next 
eight months bonds amounting to $85,950 of the loan due after 
December 31, 1886, bearing 6 per cent interest. It was im- 
possible then to persuade the holders of any larger amount to 
accept the terms offered,’** though in the next two years they 
were able to redeem $69,634 and $32,650 respectively. 


** Governor’s Message (1881), p. 5. 

* “Report of the Commissioners of Sinking Fund,” Exec. Docs. (1883), I, 1146. 
*” Act of April 6, 1883 (O.L., 1883, p. 97). 

*** Governor’s Message (1883), p. 5. 
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The small instalments of the 4 per cent bonds falling due in 
1884, 1885, and 1886 were paid as they were presented, but no 
attempt was made to pay the larger amount of the 6 per cent 
loan falling due after December 31, 1886. When this came due 
the principal had been reduced by purchases in the open market 
to $2,243,564. Authority was given the commissioners of the 
sinking fund to refund this by the issue of new bonds at a lower 
rate of interest.1°* They refunded $218,425 of this debt in 3 
per cent bonds falling due in 1891, 1894, and 1898, letting the 
remainder run until a more convenient time. During the same 
year a temporary loan was authorized, bearing 31% per cent 
interest and falling due on July 1, 1887.1 As a result of these 
operations the debt stood as follows on November 15, 1886: 


6 per cent loan payable after December 31, 1886...............4- 2,025,139 
3% per cent loan payable July 1, 1887 (temp. loan) 

4 per cent loan payable July 1, 1887 ; 

4 per cent loan payable July 1, 1888 

3. per cent loan payable July 1, 

3. per cent loan payable July 1, 1894 

3 

C 


per cent loan payable July 1, 
anal loan, not bearing interest 


$3,845,229 


These operations may be severely criticized. The temporary 
loan was badly timed, in being allowed to fall due at the same 
date as the 4 per cent loan of $500,000, namely, on July 1, 1887. 
The payment of the refunded 6 per cent debt was, on the other 
hand, postponed too long and made payable in too small in- 
stalments. By way of excuse it may be said, however, that the 
conditions were unfavorable and that the plans of refunding 
were not fully carried out at this time. These objections were 
partly met by further refunding operations the next year. But 
before taking these up it is necessary to explain the addition of 
$500,000 to the state debt. 

During the year 1885 the extravagant appropriations of the 


™ Act of April 17, 1885 (O.L., 1885, p. 139). This act provided that the new certifi- 
cates should be payable before January 1, 1917, and that the interest should not exceed 5 
per cent. 

"5 Auditor's Report (1886), p. 367. 





47° JOURNAL OF POLITICAL ECONOMY 


General Assembly and the unexpected decline in the aggregate 
of personal property returned for taxation had occasioned a 
deficit which necessitated a recourse to borrowing to meet cur- 
rent expenditures.*°° During the years 1884 and 1885 there 
was a decline in the aggregate of personal property on the tax 
duplicate of $32,293,135, reducing the state taxes by over $45,- 
ooo.'*7 At the same time the appropriations of the General 
Assembly showed an enormous increase, those for the year 1885 
being the largest in the whole decade 1880-89.1*° 

TOTAL SUM APPROPRIATED FROM GENERAL REVENUE FUND 

EACH YEAR 


$2,414,000 
2,465,000 


These two facts coming together made necessary the antici- 
pation of the taxes, the addition of half a million dollars to the 
state debt, and a recourse to financial juggling, which even broke 
down once or twice in the next two years. For the two years 
1885 and 1886 there was an excess of appropriations over re- 
ceipts of $687,191, and of payments over receipts of $607,- 
065.7°° To meet these drafts the auditor was compelled to 
draw on the counties for taxes due in June, 1887, as early as 
May 21; bills due in October were held back until November 
12, the earliest date at which funds could be raised from counties 
by advance drafts, which at that date were paid by the counties 
out of funds not collected for the state but in the local treasuries. 
There were even several days in the previous year when the 
state actually suspended payment.'*° 

To meet this emergency a loan for $500,000 was placed.’ 
Owing to the absence from the state of certain of the senators and 


** Governor’s Message (1888), p. v. 

7 The tax rate as fixed on April 16, 1885, was 1.4 mills for the general revenue fund (O.L., 
1885, p. 124). 

* Governor’s Message (1889), p. ix. 

"” Auditor's Report (1887), p. 291. * Auditor's Report (1886), p. 300. 

“* Act of May 13, 1886. It was to mature not later than July 1, 1887, and to bear interest 
not higher than 5 per cent (O.L., 1886, p. 154). 
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the consequent distrust by capitalists of bonds as to whose le- 
gality there was some doubt, the issue was made to run for only 
one year. Although placed at a rate of 3% per cent—higher 
than the refunding issues of the previous year—the loan brought 
in a premium of only $886.97.14* Before this loan fell due, 
however, it was refunded by the issue of new certificates of 
indebtedness bearing 3 per cent interest and falling due in two 
instalments of $250,000 each on July 1, 1889, and July 1, 
1890.148 

The problem of insufficient revenue to meet the smaller ex- 
penditures was still to be met, for if not solved the deficiencies 
would certainly recur again. “It is difficult to see,” said the 
governor in 1886,'** “how you can appropriate less than you 
did last year Without increasing our sources of revenue 
there are only three ways in which we may ‘catch up.’ One is 
to increase the rate of taxation, another is to borrow, and the 
third is to give the state a portion of the liquor-traffic tax.” 
Of these the governor opposed the first method; the second was 
manifestly inadequate and temporary, for the whole amount 
of state debt that could be created was only $750,000, leaving 
the further sum to be raised from this source only $250,000. He 
therefore advocated the third plan, of giving to the state 25 per 
cent of the liquor taxes, which at this time were wholly local 
taxes. This recommendation was carried out by the act of 
March 26, 1888. 

We may now return to the state debt, which we left only 
half refunded and badly arranged for purposes of payment. 
After their first effort at refunding, the commissioners of the 
sinking fund made a contract with a certain Albert Netter, by 
the terms of which Netter was to deliver to the commissioners 
the outstanding 6 per cent bonds and receive in return new 
bonds bearing 3 per cent interest.14® These were made to mature 
in annual instalments of $250,000 each from 1891 to 1899. For 
these new bonds Netter was moreover to pay a premium of 
$21.35 for every $1,000 bond. During the year, the 4 per cent 


“* Governor’s Message (1886), p. 744. 
** Act of March 21, 1887 (O.L., 1887, p. 167). ™4 Governor’s Message (1886), p. 744. 
™“S History of the Ohio Canals, p. 105 (Ohio Archaeological and Historical Society, 1905). 
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loan falling due on July 1, 1887, was paid off, as was also the 
odd fraction, $3,564, of the 6 per cent loan payable after De- 
cember 31, 1886, left after refunding $2,240,000 of the out- 
standing debt of $2,243,564. On November 15, 1887, accord- 
ingly, the debt stood as follows :'** 


1888, bearing 4 per cent interest 
1889, bearing 3 per cent interest 
1890, bearing 3 per cent interest 
1891, bearing 3 per cent interest 
Loan payable July 1, 1892, bearing 3 per cent interest 


Loan payable July 1, 
I, 
I, 
I, 
I, 
Loan payable July 1, 1893, bearing 3 per cent interest................ 250,000 
I, 
I, 
I, 
I, 
I, 
I, 


Loan payable July 
Loan payable July 
Loan payable July 


1894, bearing 3 per cent interest 
1895, bearing 3 per cent interest 
1896, bearing 3 per cent interest 
1897, bearing 3 per cent interest 
Loan payable July 1, 1808, bearing 3 per cent interest 
Loan payable July 1, 1890, bearing 3 per cent interest 
Canal loan, not bearing interest 


Loan payable July 
Loan payable July 
Loan payable July 
Loan payable July 


Total debt $3,341,665 


The public debt had now been put in very convenient form 
for easy, if not speedy, payment. With the exception of the 
first year, there was the sum of only $250,000 to redeem each 
year for eleven years, and by 1899 the debt would be entirely 
paid. The only objection to it was that it was in distinct con- 
travention of the provisions of the constitution, which called 
for a complete extinguishment of the debt by 1891. The an- 
nual sinking fund payment on the principal of the debt required 
by the constitution amounted in 1887 to $814,726; by 1891 it 
would be $970,353, and by 1898 about $1,500,000; and yet here 
provision was made for the annuai payment of only a quarter 
or less of these sums. That such a provision existed in the 
constitution or the laws had evidently been entirely lost sight 
of, as no mention is made of it in the reports of either sinking 
fund commissioners or auditor, or the messages of the gov- 
ernors, or in the laws themselves.’* 

™® Auditor's Report (1887), p. 290. 

“1 The last mention I have been able to find of the constitutional requirement in the laws 


was in the appropriation act of April 16, 1870 (O.L., 1870, p. 67). In the reports of the audi- 
tors and sinking fund commissioners it is not referred to after 1877 (see note 123). 
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During the year 1888 another temporary loan of $250,000 
was made necessary by reason of the large over-appropriations 
of previous legislatures, and the resulting anticipations of tax 
collections. This was authorized April 12 and issued April 18, 
and consisted of $50,000 4 per cent and $200,000 5 per cent 
sixty-day certificates of indebtedness.’** Adding this to the 
previous debt, we have a total of $3,591,665. On the other hand 
the temporary debt was repaid during the year, as was also 
half of the loan payable July 1, amounting to $300,000. The 
other instalment of $300,000 was refunded in 3 per cent bonds, 
payable July 1, 1900,’*° thus extending by another year the 
final expunging of the state indebtedness. On November 15, 
1888, the funded debt of the state stood at $3,041,665. 

The whole of the outstanding debt had now been refunded 
into 3 per cent bonds, resulting in an appreciable saving in in- 
terest charges. On July 1, 1886, the annual interest charge had 
amounted to $186,114; it had now been reduced to $91,200.'°° 
This represented an annual saving of $94,914, or over half, 
and was accomplished without any increase in the rate of gen- 
era! taxation or any addition to the revenues except that from 
the liquor tax. The financial condition of the state was indeed 
greatly improved. The decline in the aggregate of personal 
property on the tax duplicate had now been stopped, and a slight 
increase in the total valuation of taxable property had been 
brought about—from $1,670,000,000 in 1885 to $1,732,000,000 
in 1888. Moreover the annual payments now to be made on ac- 
count of the public debt were so small that the rate of taxation 
for the sinking fund was reduced from 0.5 mill to 0.3 mill.>! 
This yielded about $500,000 a year, which was just sufficient 
to pay off the annual instalments of $250,000, and the interest 
on the irreducible debt, representing school funds, which 
amounted to about as much more. The sums falling due were 
paid off regularly each year beginning with 1889. 


“8 Auditor's Report (1888), p. 234. * Act of April 14, 1888 (O.L., 1888, p. 263). 

** O.L., 1886, p. 45; O.L., 1889, p. 74. But cf. Governor’s Message (1888), p. v, where 
wrong figures are given. 

** Governor’s Message (January 6, 1890), Exec. Docs. (1889), I, viii. The governor 
recommended a further reduction to o.2 mill. 
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It seemed impossible, however, for the legislature to face a 
surplus without indulging in extravagant appropriations. In 
1891 there were some large deficiencies. The following year 
a not altogether unexpected windfall occurred in the reimburse- 
ment to the state treasury by the Sixty-first Congress of the 
direct taxes paid by Ohio during the Civil War. Of the sum 
thus received over $1,000,000 was placed to the credit of the 
sinking fund, but at the same time no levy was made and no 
taxes were collected for the sinking fund.%°* It seemed that 
there was less of a desire to pay off the debt, which might have 
been done by anticipating the date of maturity, as the federal 
treasury had been doing on so large a scale, than to reduce 
taxes. 

At the same time the state board of equalization made a 
reduction of taxable property upon the grand duplicate, which 
resulted in a reduction of revenue received in 1892 below that 
of 1891 by about $100,000. This might have been made good, 
and probably would have been, by the normal increase in taxable 
property in the state, had not the panic of 1893 and the result- 
ing depression affected the finances during the next few years. 
Beginning with 1893 the value of personalty on the tax dupli- 
cate for the state sank from $568,600,000 in that year to $542,- 
300,000 in 1894, and $527,600,000 in 1895. State taxes 
decreased from $4,819,000 in 1893 to $4,790,000 in 1894 and 
again in 1895.'°° While appropriations from the general rev- 
enue fund remained within bounds, they showed a slight increase, 
reaching their highest point in 1894. They were as follows: 

$3,983,000 


All these circumstances taken together again rendered neces- 
sary recourse to a temporary loan of $500,000. This was au- 
thorized by the act of April 25, 1894,1°* bore 3 per cent interest, 
and was made payable July 1, 1896. A later act’®® exempted 
the bonds from taxation. The annual instalments due in these 
years were paid until 1896, when the two issues of $250,000 

** Governor’s Message, Exec. Docs. (1892), I, 4. 


*8 Auditor's Report (1894), p. 196. 
*#O.L., 1894, p. 186. *8§ May 10, 1894 (O.L., 1894, p. 228). 
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each, due on July 1, 1896, and July 1, 1897, respectively, were 
refunded at the same rate of interest so as to fall due on July 
I, 1901, and July 1, 1902.5* Of the temporary loan of $500,- 
000, half was redeemed this year and the other half was ex- 
tended until July 1, 1897,'°* when it also was paid off. Again 
the payment of the debt, which might easily have been accom- 
plished by a slight increase in taxation, was subordinated to a 
desire to keep down the tax rates or to avoid reduction in ex- 
penditures. 

The end of this long period of indebtedness now seemed 
close at hand, but there was still one more check to its extin- 
guishment. Under the act of April 8, 1898,1°° a war loan of 
$200,000 was made for the purpose of defraying the expenses 
of the national guard in the war with Spain; this bore 3 per 
cent interest and was made payable July 1, 1903. This was 
the last addition to the debt. The few remaining annual pay- 
ments were easily made, and on July 1, 1903, the last instal- 
ment of Ohio’s debt was paid. The legacy of the early internal 
improvements of the state, which for seventy-eight years had 
been a constant reminder to the people of early extravagance, 
was now entirely removed. 

The study of the state debt of Ohio reveals some curious 
facts. Five times provision was made for the creation of a 
sinking fund, once by the constitution itself, and each time 
the provisions were disregarded. The words of the constitu- 
tion were clear on this point, and the amount of the sinking fund 
to be applied annually to the payment of the principal was stated 
in the law of 1858. Yet in only three years between 1873 and 
1903 was the constitutional requirement on this point met. 
In every other year the General Assembly of Ohio disregarded 
the plain mandate of the constitution they had sworn to up- 
hold. They deferred the final payment of the debt for ten years 
after it was constitutionally due, and most of the time gave an 
exhibition of unsteady purpose. 


** Act of March 5, 1896 (O.L., 1896, p. 57). *87 Ibid. 


*#O.L., 1898, p. 97. The act permitted a loan for $1,000,000, if necessary. As there 
was a balance of over $800,000 in the treasury awaiting legislative appropriation, it is difficult 
to see why any loan should have been made. 
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Instability was a leading characteristic of the legislation on 
this subject from the very beginning, equaled only by the vacil- 
lation at times on the part of executive officers. The applica- 
tion of the state’s resources to the purpose of debt payment 
failed under the pressure of any exigency. Above all things, 
the credit of a government should rest upon an unchanging 
bed-rock of law; and in this case, though the effort was made 
to base it upon the rock of the constitution itself, it proved after 
all to have rested upon a legislative quicksand. The sinking 
fund provisions gave at most notice of the good intentions of 
the state, but it provided no certain guarantee of the payment 
of the debt. When the financial situation or the pressure from 
taxpayers made it difficult to pay, the provisions of the sinking 
fund were set aside again and again. 

The objection often made to a sinking fund policy on the 
part of a sovereign government,”® that it is unwise to bind 
itself to definite payments during the period when it may still 
be borrowing, seems to hold true of the Ohio sinking funds. 
Down to 1848 the state debt was increasing, and during this 
time, in spite of the law, no payments were made on the princi- 
pal of the debt, until the year 1846. Again, during the period 
of the Civil War, Ohio was borrowing with one hand while she 
paid with the other. And in particular years, 1857, 1894, etc., 
unforeseen exigencies compelled the state to resort to temporary 
loans. At such times it seems foolish to compel the state to 
maintain fixed payments when the very money to be paid must 
be borrowed. The debt can be reduced only by the application 
of a clear surplus to its payment, and if there does not exist a 
surplus for that purpose it is manifestly impossible to reduce 
the debt. 

The use of the accumulating sinking fund for purposes of 
canal construction during the early period of borrowing and 
building may then be justified by common-sense, even though 
it was contrary to law. Quite unjustifiable, on the other hand, 
was the diversion of the resources of the sinking fund to the 
ordinary current expenditures of the state. But the sinking 


** E.g., by H. C. Adams, Public Debts, p. 282. 
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funds as provided for under the various laws were but clumsy 
devices to effect the desired end, and offered too tempting. an 
object of legislative appropriation—or misappropriation—to be 
successfully withheld from misuse. 

The best argument and justification for a rigid sinking-fund 
policy is that it establishes a first lien on accruing revenues, in- 
stead of leaving the payment of the debt to mere legislative 
whim or to the existence of a chance surplus. Either the rev- 
enues would be wholly absorbed by the more insistent claims of 
other interests, or the pressure from taxpayers would force a 
reduction of the tax rate and so prevent the existence of a 
surplus which could be devoted to debt payment. But the estab- 
lishment of a sinking fund means, if it means anything, the 
withdrawal at the very beginning of a certain amount from cur- 
rent legislative appropriation and its devotion to a definitely 
prescribed purpose. The experience of Ohio shows the difficulty 
of holding a changing legislature to a steady purpose through 
a long period of years, even with the assistance of a constitu- 
tional requirement. Without that, the payment of the debt 
would certainly have beer less regular and less rapid. There is 
illustrated here the difficulty of carrying out under a demo- 
cratic form of government any enterprise which calls for un- 
swerving, persistent effort for a distant end, particularly if this 
involves at the same time the sacrifice of immediate demands. 

It may be wondered why the legislature was not compelled 
by the courts, after the adoption of the constitution of 1851, 
to conform to its provisions. There are probably two reasons 
which account for the non-observance of the law and the con- 
stitution: one was the simple fact that it was forgotten and 
overlooked, and the other that it was not to the interest of any- 
one to call attention to it, if he had discovered it. Taxpayer 
and bondholder alike were interested in a slow repayment of 
the debt and consequent low rate of taxation. And while it 
took a decade longer than it should have done to pay the debt, 
the obvious fact remains that the debt was finally paid. Of this, 
and of her record of never defaulting on the payment of princi- 
pal or interest, Ohio may justly be proud. Her splendid record 
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in this respect is tarnished only by her resort to paper money in 
the payment of her bondholders during the period of the sus- 
pension of specie payments after 1862. 

There is one other matter of interest in this connection. 
While the state debt was steadily reduced and finally extin- 
guished, the local debts of Ohio have shown a steady increase, 
in common with those of other communities. In 1857 the local 
debts of towns, counties, and municipalities were estimated at 
$15,000,000. During the next eighteen years these increased 
very slowly and in 1875 were only $25,957,588, of which the 
cities of the first and second class owed $20,251,000. From 
that time they increased rapidly, and by 1902 amounted to 
$106,368,137, of which the first- and second-class cities owed 
three-quarters, or $76,678,120. In 1909 they were $184,314,231, 
of which sum the cities owed $127,915,107. At the very time 
the state debt was being paid off those of the local units were 
swelling in volume to an afnount six times as great as the state 
debt at its maximum. There is illustrated here both the lessened 
financial importance of the states as agencies for the carrying- 
out of public works of great importance and magnitude, and the 
growth on the other hand of municipalities and their assump- 
tion of large powers. New functions have arisen, but they have 
devolved upon the local units and not upon the state as such. 
There is in Ohio no constitutional restriction upon the power of 
the local governmental units to incur debts, though it has been 
repeatedly urged by officials of the state that such a restriction 
should be imposed. It is evident, therefore, that public debts 
still exist in Ohio, and that the constitutional prohibition of a 
state debt has not prevented the practice of mortgaging the 
future; it has simply changed its form and transferred the work 
of carrying out public improvements to agencies other than the 
state. The present restriction upon the use of the credit of the 
state, while historically intelligible, is today both unnecessary 
and unwise. 

Ernest L. BoGart 


UNIvVERsITY OF ILLINOIS 





THE LABOR PARTY AND THE CONSTITUTION IN 
AUSTRALIA 


Just at present public affairs in Australia illustrate the potent 
influence of social doctrines upon political theory. It is about 
twenty years since organized labor entered politics in the colonies 
as a distinct party, and half that period since the federation of 
Australia made possible the development of a national labor 
policy. Although state and federal labor. ministries, supported 
by a coalition with one of the older parties, have previously held 
office, only within the past year has the labor party had an abso- 
lute majority in Parliament, forcing its former antagonists and 
allies to fuse as a minority opposition and securing independent 
control of the commonwealth government. 

Since the important labor laws of Australia were enacted 
either by one of the older parties or by the labor party in coali- 
tion with an older party, they do not represent unconditionally 
the ideals of labor policy, but rather compromises dictated by 
political expediency. This is even more markedly true of the 
provisions relating to social and industrial legislation in the 
federal constitution ; for the constitution was drafted by a series 
of conventions in which the workers as a class were not directly 
represented. 

The federal labor ministers now find themselves confronted 
with the task of revising these compromise statutes to suit their 
more progressive or radical constituency. In this undertaking 
they encounter a constitution not designed in their favor and 
defended by a relatively conservative judiciary. On the other 
hand this constitution is only a decade old and has not the 
prestige of an ancestral tradition. Its amendment can be dis- 
cussed on a rational rather than a sentimental basis, and is a 
vital part of the labor program. 

The labor laws of Australia may be divided into three groups. 
First there are factory and mine acts that do not differ greatly 
in scope and detail from those in force in other countries. Next 
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are the workers’ compensation and old-age pension laws, which 
at the time of their enactment in Australia had already been 
tried in England and Europe. Finally there is a group of laws 
at the time of their passage in New Zealand and Australia en- 
tirely new to modern legislation, which provides for state regula- 
tion of wages and other conditions of employment, and inci- 
dentally for government supervision of industry. 

Only laws of the last class encounter in Australia constitu- 
tional difficulties. The organic law of the commonwealth is, 
as compared with our own, extremely liberal, expressly author- 
izing old-age pensions and federal intervention in interstate dis- 
putes between employers and employees. But the full exercise 
of the latter power is checked by certain general and special 
limitations which the constitution has either adopted from other 
countries or employed in defining the respective spheres of 
federal and state authority within the commonwealth. 

Two methods of regulating wages, and incidentally industry, 
quite different in form but identical in outcome, arose in 
New Zealand and Australia between 1890 and 1900. New 
Zealand, followed by New South Wales, Western Australia, 
and finally by the federal government, established arbitration 
courts, which, by judicial procedure and acting upon evidence, 
fix wages and other conditions of employment. Disputes can 
be brought before the court only by unions of employers or em- 
ployees, which are incorporated for this purpose. The orders 
of the court have the force of law; so that to pay a wage lower 
than that prescribed by the court, or to impose worse conditions 
upon an employee renders an employer liable to fines and other 
penalties, as well as damages, while to engage in a strike or a 
lockout is a crime. 

The most prominent object of the compulsory arbitration 
laws was to prevent strikes, in which they have partly, but by 
no means entirely, succeeded. Meanwhile Victoria was trying 
to stop sweating, by modifications of its factory act providing 
for boards in different industries with power to regulate wages 
and do most of the other things, except prohibit strikes and 
lockouts and grant preference of employment to unionists, that 
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are done by an arbitration court. But the wages boards are ne- 
gotiating rather than judicial bodies, and are composed of equal 
numbers of employers and employees actually engaged in the 
industry affected, under an impartial chairman. Except that 
their decisions have the force of law and may be put into effect 
by an action in an ordinary court, these boards do not differ 
essentially in organization and functions from the voluntary 
boards often established to negotiate wage scales in highly union- 
ized trades in the United States. The labor party has preferred 
arbitration courts to wages boards, in general principle, because 
the former can grant the closed shop and can in some other 
respects more radically regulate industries. The right to order 
the closed shop granted to most of the courts rests on two princi- 
ples—that a court with authority to prohibit strikes must have 
power to take into consideration all issues that may occasion a 
strike; and that inasmuch as unions are required to put the 
compulsory arbitration law in motion, a court established under 
that law is justified in fostering the organizations upon which 
depends its own existence. 

The wages boards, however, soon developed two marked su- 
periorities to the arbitration courts. Being composed of men 
practically familiar with the technical processes and the actual 
conditions of employment in the industry under consideration, 
they did not, like the courts, have to depend on evidence for 
these facts, and consequently did not fall into the grave errors 
that—through faulty information or misunderstanding of testi- 
mony—not infrequently characterize a court’s decisions and 
occasion numerous applications for the amendment of awards. 
And as there is a board for each industry or trade regulated, 
in case of urgency an early decision of points at issue can be 
secured, while the congestion of business before a single court, 
trying to regulate all the industries of a state or commonwealth, 
sometimes causes delays of over a year in the hearing of im- 
portant cases. Strikes in defiance of the law have resulted from 
the impossibility of getting immediate action by a court during 
a labor crisis. 

The present tendency in Australia is to combine the advan- 
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tages of both forms of regulation by providing wages boards 
as tribunals of first resort, allowing cases to go to the court 
only where, on account of legal points involved or irreconcilable 
difference of opinion within the board itself, a decision cannot 
be obtained without appeal. New South Wales has substituted 
for its original law, providing only for an arbitration court, a 
law combining the boards and court; Victoria has added a 
“court of industrial appeals” to its wages-board system; and 
Queensland and South Australia have recently adopted laws 
with provisions similar to those of their two sister states. New 
Zealand and Western Australia and the federal government 
retain the arbitration court in more nearly its original form. 
Tasmania is the only state without legislation upon this subject. 

Some understanding of what such a state authority as is 
instituted by these acts does, is necessary in order to follow the 
constitutional aspects and implications of this legislation. The 
court fixes a minimum wage and, as a corollary to this, a maxi- 
mum working day. As directly affecting wage rates it specifies 
conditions of apprenticeship, defines who are to be considered 
journeymen and who helpers, and classifies occupations by par- 
ticular operations. It regulates piece-work as well as time rates, 
and may impose either system of payment exclusively upon a 
factory. In granting preference to unionists the court may 
define the method of employing workers, and may prevent their 
discharge under certain conditions. The court in special in- 
stances prescribes the speed of machines and defines what should 
be the normal daily turnout of an operative. 

In fixing the wages the court may examine the books of 
employers and be governed in its orders by the profits shown 
by an industry. But cost and standard of living are also im- 
portant factors in determining the equity of a wage scale, and 
in Australia the courts attach more importance to them than to 
the rate of profit. Courts sometimes order employers to pay 
higher wages, even though they may already be losing money, 
or may stand liable to lose money under the new rate. In 
the Broken Hill mining dispute the judge ruled: “If a man-can- 
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not maintain his enterprise without cutting down wages which 
are proper to be paid his employees—at all events, the wages 
which are essential for their living—it would be better that he 
should abandon his enterprise.” The arbitration judge in South 
Australia has decided: “If any particular industry cannot keep 
going and pay its employees at least 7 shillings a day of eight 
hours, it must shut up.”” In case of an application by coal oper- 
ators in Western Australia to have the minimum wage previ- 
ously fixed by the court lowered, on the ground that when paying 
that wage the industry was not profitable, the court unanimously 
ruled: “If the industry cannot pay that price, it had better stop, 
and let some other industry absorb the workers.” 

Clearly, therefore, state regulation of wages, as enforced 
in Australia, means state distribution of the net product of 
industry and the regulation of profits, and may directly de- 
termine whether a particular industry shall survive or disappear. 
The community consciously tries to do what in other countries 
is left to the unconscious operation of economic forces. The 
next step is to attempt to regulate the conditions antecedent to 
wages. 

All industries are not identically affected by government 
control of wages because the influence of the government upon 
these antecedent conditions varies. In the building trades, bak- 
ing, housework, and other industries and occupations serving 
exclusively local wants, an increased wage is passed on in the 
form of higher prices to consumers. Profits and the benefit of 
the higher wage to the worker remain unregulated, and conse- 
quently in labor ranks there is some demand also for boards to 
determine prices. A second class of Australian industries, like 
mining, farming, and grazing, cannot pass on increased wages 
in the form of higher prices to consumers, because they produce 
chiefly for export markets where prices are determined by 
worldwide competition. Meanwhile factory industries, like the 
manufacture of boots, shoes, clothing, furniture, and machinery, 
can by sufficient tariff protection, so long as their production 
does not exceed the demands of the domestic market, pass on 
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a higher wage to consumers by raising prices. This fact estab- 
lishes a direct relation between the tariff and compulsory arbi- 
tration. And as Australian manufacturers seldom export any 
of their wares, but are still struggling to win their domestic 
market from British, German, and American competitors, this 
relation applies to practically all the factory industries of the 
commonwealth. 

Within the boundaries of the federation, however, compe- 
tition is free—as it is within the United States—and this tariff 
area includes districts having very different conditions of pro- 
duction and different rates of wages. Stimulated by the desire 
to foster the manufactures of their own state, the different state 
courts and boards bend to considerations of interstate and inter- 
urban competition in setting a minimum wage for the trades 
under their jurisdiction. This interferes with the desire of the 
labor people to equalize and standardize wages throughout 
Australia on an ideal basis, related solely to the cost of living 
and physical conditions of employment, and not in any way to 
local rivalries. 

By way of comment, the moral background of labor policy 
with regard to competition within the commonwealth and com- 
petition between the commonwealth and other countries is ab- 
solutely contradictory. 

As the tariff is regulated by the federal government; as the 
control of immigration, with the end of placing as heavy bur- 
dens upon the entry of competing labor as are placed by the 
customs duties upon competing merchandise, is vested in the 
same authority; and as a national wage system can be created 
only by the same central power, the highly regulative and social- 
istic program of the labor party looks logically toward develop- 
ing federal at the expense of state authority, and results in a 
policy directly affecting the form and interpretation of the con- 
stitution. 

The tariff policy of the progressive and labor parties in 
Australia has been dubbed the “New Protection.” This policy, 
reversing that of the United States, gives first importance to 
wage protection, treating the protection of industries as only 
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incidental to this primary object. The machinery used to ac- 
complish this end is a combination of the customs duty with an 
internal revenue tax. 

Analogous legislation was used to foster the use of white 
labor on the Queensland sugar plantations. For many years 
before the federation of the commonwealth cane was raised in 
that state and parts of New South Wales with imported black 
labor. The federal government, soon after its formation, 
swayed by the sentiment of white labor in the other states, pro- 
hibited the importation of blacks and required the gradual re- 
turn of those who had been brought to Australia to their own 
homes. This colored labor has now been entirely withdrawn 
from the commonwealth. 

To compensate for the added cost of producing sugar thus 
caused, the federal government adopted three measures: (1) 
« duty of $29.20 a ton was levied on imported sugar; (2) an 
internal revenue tax of $19.47 a ton was levied on all sugar pro- 
duced in Australia; (3) a bounty of $14.60 a ton was paid upon 
all sugar made from cane raised and harvested by white labor 
alone. 

At present the Queensland planters have a net protection, 
adding bounty and tariff and deducting internal revenue tax, 
of $24.33 a ton, which is nearly $10 a ton less than the pro- 
tection given by the United States tariff to the planters of 
Puerto Rico, Louisiana, and Hawaii. 

This Queensland policy has been remarkably successful, white 
labor and small farming having within a decade been substituted 
for colored labor and small plantations, while at the same time 
the production of sugar has more than doubled. Not unnatu- 
rally it must have occurred to Australian legislators, concerned 
as they already were with the relation of the tariff to their mini- 
mum wage policy, that a plan that in Queensland has affected 
so remarkably both the race of the workers employed and the 
wages paid them might be applied to control the rate of wages 
paid in all protected industries. 

Whether or not the suggestion came from this source, the 
“New Protection” policy was officially launched by a protec- 
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tionist ministry supported by the labor party in coalition, when 
the revision of the federal tariff, undertaken in 1907, was under 
way. To summarize from a memorandum accompanying the 
cabinet bill— 

The “Old” protection contented itself with making good wages possible. 
The “New” protection seeks to make them actual Having put the 
manufacturer in a position to pay good wages, it goes on to assure the public 
that he does pay them Excise duties will be imposed on certain classes 
of goods, which enjoy the benefit of sufficient protection, and an exemption 
from the duties so imposed will then be made in favor of those in the manu- 
facture of which fair and reasonable wages are paid. 

To determine what manufactures were to be exempt from 
the internal tax, an “Excise Tariff Court” was formed, with 
all the powers needed to ascertain reliably what wages and 
other conditions of employment prevailed in any industry or 
industrial establishment. 

The plan for collecting the internal tax was to require 
a revenue stamp, equal in value to one-half the import duty, 
upon every article of Australian manufacture not exempted. 
Upon the manufactures of exempted employers was to be placed 
a stamp authorized by the commonwealth two years before, 
called the “Commonwealth Trade-Mark,” which originally had 
much the same purpose as our consumers’ league labels. 

This law went into operation with the revised tariff, but 
was later declared unconstitutional by the High Court of the 
commonwealth, on the ground principally that it usurped the 
right of the states to regulate labor conditions within their own 
borders. Immediately the ministry gave notice of a proposed 
amendment to the constitution, empowering the federal parlia- 
ment to make laws with respect to “the employment and re- 
muneration of labor in any industry which, in the opinion of 
the Interstate Commission, is protected by duties of customs. 

The memorandum accompanying this proposal states: “As 
the power to protect the manufacturer is national, it follows 
that unless the Parliament of the commonwealth also acquires 
power to secure fair and reasonable conditions of employment 
to wage-earners, the policy of protection must remain incom- 
piete.” 
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Action upon this proposed amendment and others accom- 
panying it was deferred during the troublous life of the old 
ministries, but has become a live issue with the new labor cabinet. 
Within labor ranks there has been dissension regarding the 
centralizing policy thus declared, mostly from state labor min- 
isters jealous of personal prerogatives; but the last annual labor 
conference—which is the great yearly gathering of working- 
men’s representatives from all parts of the commonwealth and 
dictates the policy of the labor party—indorsed this and the 
accompanying federal amendments and incorporated them in the 
official platform. 

The scope of these amendments is wider than a first glance 
inight suggest, because they authorize direct interference on 
the part of the central government with wage rates paid upon 
railways and by other public utilities owned by the separate 
states. The “Excise Tariff Court,’ which was declared uncon- 
stitutional, was given authority directly to lower or remove cus- 
toms duties upon any articles which upon investigation were 
found to be controlled by a monopoly—either mercantile or 
manufacturing-—so as to be unduly raised in price to consum- 
ers. The new amendments are expected specifically to empower 
the Interstate Commission to regulate monopolies in some analo- 
gous way; and it is proposed to give the commonwealth power 
to acquire and carry on any business which Parliament declares 
to be a monopoly. 

Powers similar in principle have long been exercised by the 
government of New Zealand, which has established a govern- 
ment land mortgage, and an insurance department, and a state 
coal mine, in order to create competition in monopolized enter- 
prises; so it is not strange that this method of control finds ac- 
ceptance in Australia. The main question from a labor party 
point of view would be whether to intrust this power to the cen- 
tral or to the state governments. And obviously the logic of 
facts-_the national extent of great industries, the tendency of 
monopolies to cover districts coextensive with tariff areas— 
points to the propriety, if such powers are to be exercised at 
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all, of placing this jurisdiction in the hands of the federal au- 
thority. 

In sum these amendments would both extend federal powers 
at the expense of state rights, and extend the functions of gov- 
ernment at the expense of private enterprise. Already the 
commonwealth can intervene, through the federal arbitration 
court, to settle labor disputes interstate in character; but inter- 
state disputes have proved difficult to define’and intervention is 
only possible when and to the extent that employment condi- 
tions are likely to cause a strike. The proposed interstate com- 
mission would regulate wages in all industries receiving tariff 
protection, without regard to labor disputes, adjusting these 
wages to the cost of living and other determining conditions in 
different districts. It is not suggested that a uniform scale 
could be adopted for the whole commonwealth. 

Evidently the changes sought are similar in tendency, though 
much more radical, to those which it is hoped to attain through 
a tariff commission in the United States. They seek to empha- 
size social as distinguished from economic motives for protection, 
if we may use these terms to designate respectively the influence 
of a tariff, on the one hand, upon the people at large and, on 
the other, upon industrial capital and its managers and possess- 
ors. A tariff commission would use its advisory influence to 
secure an adjustment of customs duties to the labor cost of pro- 
duction in the United States as compared with that in competing 
countries ; the Interstate Commission would authoritatively regu- 
late the customs duties upon Australian manufactures so as to 
secure the payment of an ideal rate of wages to the workers 
producing them—paying little regard to what rates might be 
paid in other countries. In our country a tariff commission 
would doubtless in its recommendations take into account the 
extent to which certain industries were monopolized, and advise 
a scale of duties designed to prevent this—or at least to prevent 
a monopoly from overcharging American consumers. In 
Australia, the Interstate Commission would presumably have 
authority to act directly in such a contingency, after the investi- 
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gation, by making an administrative reduction of duties upon 
the products of the monopoly. With the commission possessing 
this power, it is unlikely that any industry depending on the 
tariff for its prosperity would invite interference by forming 
an oppressive combination. As a last recourse, and one that 
has no analogy whatever in American proposals, the Australian 
commission might recommend to Parliament, who must author- 
ize the expenditures required, that government competition be 
established to check a monopoly. Whether or not this would 
be effective would of course depend upon the economy with 
which a government enterprise could be conducted. Many gov- 
ernment undertakings, in attempting to undersell even a rather 
extortionate monopoly, might run into deficits that in the long 
run would cost the taxpayers more than the monopoly itself. 

Possibly an out-and-out labor-protection tariff policy, such 
as is proposed in Australia, rests on so much securer support 
than a tariff system designed mainly to protect capital, that its 
added popular favor will make it desirable even from the capital- 
ist point of view. Assuming, as the commonwealth government 
does, that a living wage must be paid whether an industry sur- 
vives or not, and assuming also that a living wage for Australian 
workers must.be considerably higher than in most competing 
countries, the responsibility of the government for the profitable 
continuance of an industry is greater than in countries where 
the public authorities do not fix the minimum compensation of 
workers. This responsibility is not alone to the investors in 
the industry, but also to the employees whose welfare is con- 
sulted not only by providing them a living wage but also by 
continuing their usual source of employment. 

The rise to power of the labor party, and the platform it 
proposes to make into law, are sufficient indication that the 
people of Australia have so far retained confidence in govern- 
ment regulation as a palliative for social ills, and intend to 
continue this method of treatment. The arbitration system has 
encountered some humiliating defeats. After several bitter 
strikes, culminating in the recent protracted and violent labor 
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wars in the Broken Hill mining district and in the New South 
Wales coal fields, no candid observer can maintain for a mo- 
ment that court orders and the possibility of appeal to a court 
to adjust labor differences at present either prevent all serious 
strikes or stop them after they.have begun. Yet the Australian 
people do sense some benefit from this legislation, as it is hardly 
conceivable otherwise that it would be continued and extended, 
as it has been lately, by popular agitation. The puzzling thing 
about the present public policies of Australia and New Zealand 
is that they have in the course of the past twenty years en- 
countered so little reaction. Positive and radical programs, 
when actually carried out, usually meet a cumulative opposition 
that soon becomes strong enough to bring them to a standstill, 
and often causes some withdrawal from their point of farthest 
advance. So far we have no evidence of such a gathering re- 
sistance in Australia—though it possibly may appear when the 
proposed amendments to the federal constitution are put to 
popular vote. 
Victor S. CLARK 
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Acting in accordance with the wishes of President Taft, the 
House of Representatives on April 21 passed the bill ratifying the 
Canadian reciprocity agreement (H.R. 4412). This was done after 
a week of empty debate, in the course of which numerous amend- 
ments were attempted and defeated. The vote on the bill, while 
showing a large Democratic majority, proved a severe disappoint- 
ment to friends of reciprocity, inasmuch as the ballot showed more 
Republicans voting against the measure than voted for it—a condi- 
tion which seems to indicate that the proposal has lost ground in 
the President’s party since last session. House discussion of reci- 
procity developed nothing additional to the considerations urged 
last session, but was largely a repetition of the debate then had. 
President Taft and the supporters of reciprocity had feared that 
an attempt would be made to burden the agreement by adding to 
it various amendments enlarging the free list of the United States. 
These would have included, presumably, certain classes of manu- 
factured articles. The fact that the Democratic majority in the 
House did not deem it wise to undertake such amendments has 
proved a source of satisfaction to those who have been supporting 
the agreement on its own merits. This action of the House has 
sent the bill to the Senate where for two weeks following May 8 
hearings were opened both to opponents and to advocates (Senate 
Finance Committee hearings, May, 1911). Argument against the 
measure has come almost entirely from paper manufacturers and 
farmers’ organizations of various classes. It has been contended 
in general that the effect of the agreement would be to subject 
the West and the Middle West to conditions similar to those exist- 
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ing in the East after the opening up of our Western and Middle 
Western lands. Further it has been urged that the “balance of 
trade” with Canada will be seriously affected, that the western 
farm population would largely migrate to Canada, and that, on 
the other hand, farmers would largely move to cities owing to 
the diminution of agricultural profits. No serious economic argu- 
ment relating to agriculture has really been presented. Paper and 
lumber interests have offered much the same testimony as at the 
last session of Congress concerning the supposedly injurious influ- 
ence upon their industries that would flow from the agreement. 

Immediately following the passage of the reciprocity bill, the 
House took up and debated for ten days the so-called “farmers’ 
free list” bill, presented by Mr. Underwood, the chairman of the 
Ways and Means Committee, on April 12, passing the measure on 
May 8. This bill places on the free list about a dozen classes of 
afticles including agricultural implements, leather, sewing ma- 
chines, salt, shoes, bagging, cotton ties, and a number of others. 
The bill confessedly contains those amendments which it was con- 
sidered by the Democrats ought really to have been included in 
the reciprocity agreement as a concession to the farmers in return 
for the loss of their protection on agricultural products by reason 
of the present terms of the reciprocity bill. Debate on the free list 
measure was mainly significant in developing the political and 
party alignment of different groups in the two main divisions of 
the House. The free list bill has now been sent to the Senate 
Finance Committee where it is likely to be permanently hung up, 
that committee having meanwhile been organized in such a way 
as to place a clear majority of its membership in the hands of the 
“conservative” machine Republicans. 


The Rules Committee of the House of Representatives has 
taken important action in making a favorable report upon a reso- 
lution authorizing investigation of the steel industry (House Reso- 
lution 148). This resolution was offered nominally for the purpose 
of providing information on which to base tariff revision and more 
rigid enforcement of the Sherman anti-trust law. It was originally 
directed primarily at the United States Steel Corporation but has 
been broadened so as to make it apply to the industry in general. 
The steel resolution now calls for information designed to show 
not only the industrial position of the business as a whole but also 
the extent to which combinations have been arranged, and control 
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effected, between various concerns which are named. Apparently, 
considerable stress is to be laid upon the financial side of opera- 
tions in the steel market, and it would appear from the hearings 
before the Rules Committee which reported the resolution that it 
is intended also to pay special attention to the question of labor 
conditions and the attitude adopted by the corporation toward its 
employees. Another resolution directing an inquiry into the sugar 
industry has also been adopted. Both investigations suffer un- 
doubtedly from the fact that the administration has already taken 
up the same subject. The steel industry, for instance, has been in 
process of thorough investigation by the Bureau of Corporations 
which has nearly reached the conclusion of an inquiry lasting about 
four years. Conditions in the sugar industry have never been 
studied by the Bureau of Corporations, but both the Treasury 
Department and the Department of Justice have devoted much at- 
tention to the American Sugar Refining Company. That concern 
has been under constant prosecution for some time past, both be- 
cause of its action in defrauding the government of a large volume 
of customs duties, and because of its operations in violation of 
the anti-trust act. There is good reason to doubt whether anything 
more can be developed on these subjects, except in relatively unim- 
portant particulars, than has already been brought out, or can be 
brought out by the federal administration. Nevertheless, costly 
and elaborate inquiries are now intended. There is no reason to 
think that the investigations will afford a basis for revision of the 
schedules of duties affecting these corporations. Such information 
as is called for in the resolutions is not of a type that would be of 
much service in changing rates of duty. It is true, however, that 
Democrats have been decidedly restive under the charges brought 
against them because of their failure to include the sugar and steel 
schedules in their program for immediate tariff revision. Both 
have evidently been omitted because of political considerations. 
The interests dependent upon the sugar duties are strong in the 
southern division of the party, and the same is true of steel and 
iron interests. To complete the investigations now proposed, even 
if rapid progress is made, will take many months, and the fact that 
both inquiries are pending may doubtless be used as a reason for 
deferring an inquiry into these tariffs until after the next presi- 
dential election. This raises a rather serious question with respect 
to the sincerity that is to be shown in prosecuting the inquiries. 
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Comptroller of the Currency Murray has made a series of (un- 
published) computations, based upon the January 7 reports for the 
condition of national banks and the latest compiled reports of earn- 
ings and dividends, indicating the relative standing of national 
banks classified according tc capital stock as measured by their 
accumulation of surplus, dividends paid, and cash reserve. The 
banks are divided into six classes, including (1) those with capital 
less than $50,000; (2) those with $50,000 and less than $100,000; 
(3) those with $100,000 and less than $250,000; (4) those with 
$250,000 and less than $1,000,000; (5) those with $1,000,000 and 
less than $5,000,000; (6) those with $5,000,000 and over. Ninety- 
one per cent of all the banks and 43 per cent of the capital are in- 
cluded in the first three classes, that is, banks with capital of less 
than $250,000; about 7 per cent of the banks and 19 per cent of 
the capital are in Class 4 ($250,000 to $1,000,000 capital), and less 
than 3 per cent of the banks and nearly 38 per cent of the capital are 
in classes 5 and 6, $1,000,000 and over. Banks in Class 1, capital 
less than $50,000, have the lowest percentage of surplus to capital, 
27 per cent, although the law requires an accumulation of surplus 
of only 20 per cent of the capital. Banks in Class 5, capital of 
$1,000,000 and less than $5,000,000, have the highest percentage 
of surplus to capital, 82 per cent. Banks in Class 5 paid the highest 
average rate of dividend to stockholders during the past year, or 
about 12 per cent; and those in Class 1 paid the lowest, or slightly 
over 8 per cent. Banks in Class 6, capital $5,000,000 and over, 
held the largest proportion of reserve to individual deposits, or 
about 4534 per cent; and banks of Class 1 held the lowest, or 7.4 
per cent of the individual deposits. The banks with capital of 
$5,000,000 and over held 74% per cent of surplus, or 102 per cent 
including undivided profits; the dividends paid averaged not quite 
9% per cent, or less than was paid by banks in the second and third 
classes. This class of banks held the largest percentage of cash 
reserve, or about 4534 per cent of their individual deposits. Banks 
of Class 4, capital $250,000 and under $1,000,000, had about 67% 
per cent of surplus to capital. This class of banks paid their share- 
holders last year an average of 9.4 per cent in dividends, and held 
at the date of their latest reports not quite 12 per cent of cash to 
individual deposits. Banks in class 1, capital less than $50,000, 
held a surplus fund of 27% per cent of capital; banks in Class 2, 
capital $50,000 to $100,000, 50 per cent, and those in Class 3, capital 
$100,000 to $250,000, 62 per cent. The banks in Class 1 paid their 
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shareholders a little over 8 per cent in dividends during the past 
year, and banks in Classes 2 and 3 paid 10% and 10% respectively. 
The cash reserve to individual deposits held by the first three 
classes of banks was 7.4 per cent for Class 1, 7.5 per cent for Class 
2, and 8.54 per cent for Class 3. It would therefore appear that 
the banks in Classes 1, 2, and 3, that is, all those with a capital of 
less than $250,000, pay to their stockholders a high rate of divi- 
dend in preference to accumulating an excessive surplus fund, and 
that the smallest class of banks, or those with capital under $50,000, 
build their surplus up to approximately the minimum requirement 
and then pay out further earnings to their shareholders. The fact 
that this latter class of banks has been in operation only about ten 
years doubtless has some bearing upon this condition. With re- 
spect to the banks with capital under $50,000 located in the several 
geographical divisions, it is shown that this class of banks located 
in the eastern states holds the highest proportion of surplus to 
capital, or over 38 per cent, while the rate of dividend paid share- 
holders is lower than in any other section, or 3.43 per cent. Banks 
of this class in the western states held about 2714 per cent of sur- 
plus, and paid the highest average rate of dividend, or about 13% 
per cent. National banks in the eastern states have the highest 
proportion of surplus to capital. Those in the New England states 
paid the lowest average rate of dividend, their proportion of sur- 
plus to capital being next to that held by banks of the eastern states. 
The highest percentage of cash reserve to individual deposits is 
held by banks in the eastern states, while the lowest is held by 
banks in the southern states. 


Possibly the most important problem affecting the foreign policy 
of the United States that has been presented for a good while past 
is now offered by the action of the State Department in adopting 
certain plans designed to promote the investment of American 
capital in foreign countries. Conspicuous among these is a new 
treaty with Honduras which has been submitted to the Senate. By 
that agreement and the terms of a contract which accompanies it, 
American capitalists would be permitted to refund the public debt 
of Honduras and the government of the United States would prac- 
tically guarantee the o%servance of the terms of the agreement by 
the parties who entered into it on both sides. This is practically a 
continuation of the policy already inaugurated at the time of our 
undertaking the supervision of the customs administration of 
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Santo Domingo. A further illustration of the new foreign policy 
is seen in the sending of five supposed experts selected by, or at all 
events satisfactory to, the government of the United States, to 
Persia. Their duty is to reorganize the customs service and the 
system of taxation employed in‘that country, substituting for it so- 
called “business methods.” Behind this is an auxiliary plan whereby 
an American corporation may at some time in the future assume 
the duty of paying off the public indebtedness of Persia, recouping 
itself from the customs receipts and other taxes. The negotia- 
tions centering around these arrangements have been paralleled 
in another direction by the efforts of Secretary Knox and the State 
Department to secure contracts for American firms in foreign 
countries, through the exercise of the influence of the government. 
The most striking example of this phase of the policy is seen in 
the securing of contracts for the construction of battleships in 
American yards from the government of Argentina. In this case 
the consideration offered was access to our own battleship plans, 
drawings, etc. Secretary Knox has obtained from Congress an 
annual appropriation of $100,000 to aid in the promotion of for- 
eign trade along the lines thus indicated. It is, however, growing 
more and more apparent that intervention of this sort is decidedly 
distasteful to European countries. The latter regard the attempts 
of the United States to intervene in China (in connection with the 
Chinese loan), in Turkey (in connection with the construction of 
railways and concessions therefor), in Persia for the reorganization 
of public debt, and in other countries like Honduras, Argentina, and 
elsewhere as a departure from the traditional policy of the United 
States. 

The indications of displeasure on the part of foreign countries 
produced by the pursuit of the new plans have become so manifest 
that the House of Representatives, now controlled by the Demo- 
crats, is expected to make a thorough investigation with a view to 
correcting the policy in so far as the legislative branch of the gov- 
ernment is able to accomplish that end. It is the opinion of many 
careful observers of American foreign relations that a crucial 
period in the history of our diplomacy has now arrived; and that, 
unless present tendencies can be checked, we shall be unable to 
maintain our older attitude in this hemisphere and be driven to 
the open adoption of a foreign commercial system analogous to that 
of Germany and England. 
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Secretary McVeagh has practically completed arrangements for 
the issuing of the new bonds under the terms authorized by Con- 
gress during the past session. The new issue will bear 3 per cent 
and will be sold to the highest bidder with preference for those 
who make offers for small lots. The condition of the Treasury 
practically demands such action. While the corporation tax re- 
ceipts have been coming in at about the same rate as last year, ex- 
penditures have heavily drawn down the current funds so that the 
working balance in treasury offices at the middle of May was only 
about $23,000,000. At the same time, the debt of the Panama 
Canal to the general fund of the Treasury had increased to ap- 
proximately $148,000,000. The terms of the bond legislation 
passed by Congress during the last session permit the issuing of 
the new bonds free of the circulation privilege, and this will be the 
plan henceforth followed in such issues. The price obtained for 
the bonds will therefore be a more or less accurate measure of the 
borrowing power of the government which has never, within recent 
years, been accurately tested because of the connection between 
the circulation privilege and the bonds, as well as between the 
making of deposits and the amount of the surplus in the Treasury 
(government deposits being presumably protected by government 


bonds left with the department). In view of present tariff agita- 
tion and legislation, loans may now be expected at more or less 
regular intervals, pending the development of some new source of 
taxation or a very great (and improbable) reduction in public ex- 
penditures. Government outlay is now decidedly in excess of 
income and the Treasury thus passes to a basis of recognized deficit 
financiering. 


The Bureau of Manufactures has succeeded, during the past few 
months, in procuring through its commercial agents information 
concerning trade conditions in South America which is of unusual 
value and importance. The latest report of the kind is entitled 
Trade Development in Argentina and has been published by the 
House of Representatives as a public document (No. 1032, 61st Cong., 
3d sess.). One of the best points made in the report is found in 
the discussion of transportation facilities between the United States 
and River Plata ports. It is there demonstrated that abundance 
of tonnage is regularly available. This is an unusual admission for 
a government document. The report deals more or less elaborately 
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with different phases of the business of meat production and ex- 
portation in Argentina and explains the management of the trade 
in chilled and frozen beef. In dealing with the market for Ameri- 
can goods, special attention is called to the opportunities for trade 
in lumber, furniture, heating apparatus, windmills, and automo- 
biles. Some study has also been given to the conditions of internal 
trade in Argentina itself. Of the handling of grain in the interior 


the author says that the methods are still exceedingly crude, al- 
though harvesting is carried on with the use of the most approved 


machinery. Most of the harvesting is done by Italian labor. After 
harvesting, the use of modern methods ends. Wheat is piled in 
bags and left beside the railways protected only with a tarpaulin 
cover. Corn is left in the open in rude cribs made of wire and corn 
husks. 


A striking indication of the attitude of American labor organi- 
zation regarding some important industrial problems of the present 
day is seen in the testimony presented before the House of Repre- 
sentatives Committee on Labor by Samuel Gompers, president of 
the American Federation of Labor, and some other labor leaders 
at a series of hearings during the first week in May. The fabor 
men oppose the use of the so-called “scientific system of manage- 
ment” in government arsenals, and seem to antagonize the whole 
idea of securing from laborers the maximum of efficiency per man. 
This coincides with the position which has been assumed by labor 
men in other federal establishments such as the government print- 
ing office. 

An important concession to the demands of labor is being 
planned by the United States commission on Employers’ Liability 
and Workmen’s Compensation. At a conference with representa- 
tives of important employers of labor held in Washington on May 
10, the commission indicated a disposition to prepare a new federal 
employers’ liability act for submission to Congress at the next 
winter session. Employers, instead of manifesting opposition or 
hostility to the plan, as had been expected by some, declared a 
decided disposition to further the efforts of the commission, and 
asserted their readiness to accept a bill of inclusive character in- 
stead of a measure confined to liability for injuries received in 
extra hazardous employments which had previously been recom- 
mended by a number of conservative students of the subject. 
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Railroad Administration. By Ray Morris, M.A. New York: D. Appleton & 

Co., 1910. 8vo, pp. x +309. $2.00 net. 

This new book on railroad administration deals principally with the prob- 
lems of organization. According to the foreword of the publishers it is intended 
to help broaden the young specialist by giving him an idea of the relation of 
his specialty to the entire program and, as well, to give the non-technical man 
a general notion of how the various problems of administration are handled. 

The first chapter discusses the beginnings of a railroad and clearly describes 
the legal and financial preliminaries of its organization and construction. Then 
comes a well-rounded treatment of operating organization. The very small 
road is first described; then the middle group; and finally the larger systems, 
such as the Harriman Lines, Pennsylvania, and New York Central. Succeed- 
ing the detailed description of applied organization comes a theoretical dis- 
cussion of the various types of organization and a general statement of the 
duties of each officer. Next is an able chapter on British railways, illustrated 
by charts of the representative companies. This is followed by an examination 
of the types of governmental railway organization—voluntary control in Ger- 
many, involuntary control in India, and the experiments of Italy. The last sec- 
tion of the book deals with the financial side of organization and the part 
played by the banker; the railroads’ relation to the public; the control of opera- 
tion through statistics; and, finally, a summary of the tendencies of railroad 
development. 

In his treatment of the moot question of departmental v. divisional or- 
ganization, the author shows a marked sympathy for the divisional type; in 
fact, the book is a strong brief for that form of organization. He alludes 
rather pointedly to the Pennsylvania and New York Central as distinct types 
of the two schools—the Pennsylvania an exponent of the divisional plan, with 
its superintendents in control of majntenance as well as transportation—the New 
York Central a notable example of the departmental type, its superintendents 
being confined in jurisdiction te transportation. Incidentally, Mr. Morris makes 
a clear distinction between line and staff officers. On the Pennsylvania each 
general superintendent has his staff and line subordinates, the principal assistant 
engineer and the superintendent of motive power being staff officers in charge 
of things; the division superintendent a line officer in charge of men. Staff 
officers issue instructions governing how the work is to be done; line officers 
say when to do it, so far as it relates to current operation. The Pennsylvania 
divisional plan is compared to the organization of an army; its board of di- 
rectors being the war council or general staff; the president, its field marshal 
or general; the vice-president, a major general; the general manager, the briga- 
dier general. Each general superintendent compares with a colonel and each 
superintendent with a captain. It is not necessary that a superintendent shall 
know how to use a transit, calculate bridge stresses, or set a valve gear, but he 
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must accept all current responsibility for his position and utilize staff assistants 
on technical matters. This is about what the Pennsylvania Railroad does, but 
on the New York Central the departmental organization circumscribes the au- 
thority of the superintendent in that he has no direct control over the division 
officials of the motive power or maintenance of way departments. While the 
New York Central manual authorizes the superintendent to assume such au- 
thority in an emergency, Mr. Morris believes that the rule is faulty since 
it gives a superintendent unaccustomed work to do and to think about at 
the precise time when he needs to be able to work automatically with 
forces accustomed to obey his orders. Further, he criticizes the New York 
Central plan for overburdening the general manager with more detail than he 
can properly handle, thus contributing to the evil of “rule by chief clerk.” He 
hints also at the pernicious effect of departmental rivalries and jealousies. He 
might have illustrated this feature by citing the occasional difficulty under the 
departmental organization of definitely locating the cause of accidents when 
two or more departments are implicated. Obviously, this difficulty is less under 
the divisional plan where the superintendent is in charge of all operating de- 
partments and responsible for maintenance as well as transportation. 

Mr. Morris’ criticism of the New York Central has some foundation, but 
it will be found that the organization charts do not tell the whole story. In 
the case of the Pennsylvania, there has been a tendency lately for the super- 
intendent to give more personal attention to the transportation department and 
exercise less authority in the technical departments. This course has become 
necessary in late years because of the increasing difficulty in dealing with or- 
ganized labor. The labor problem, with other large problems of operation, now 
takes precedence, and the superintendent cannot give the same measure of con- 
sideration to maintenance, where there has not been a corresponding increase in 
the difficulties of administration. On the other hand, the superintendent on 
the New York Central, without definite authority over maintenance, is becoming 
more of a power in division management through closer local co-operation. 

In discussing the reasons for the antagonism toward railroads, Mr. Morris 
is quite severe in his criticism of the American Railway Association for its 
indecision and inaction at times when its influence should have been active and 
constructive. He charges fhe association with busying itself with formalities 
and trivialities; resisting public opinion when it should have led it; ignoring 
complaints of discrimination and rebating when it should have worked harmo- 
niously to eliminate them; and all the time leaving the remedy to the clumsy 
hands of the lawmaker. In a footnote, he gives as his belief that if the asso- 
ciation had broken away squarely from its tradition of non-interference in 1905, 
and by a majority vote had used its potential strength in the interest of the 
common good, the political history of the last five years would have been very 
different. 

Perhaps he is right. It is not unreasonable to suppose that if the rail- 
roads had adopted a policy of concerted remedial action they might have avoided 
much burdensome and trammeling legislation. Instead, the recalcitrant roads 
were permitted to continue practices which brought punishment on both the 
guilty and the guiltless. For example, it was quite plain to the railroads long 
before the enactment of the sixteen-hour law that regulation of the kind was 
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inevitable while some roads were permitting or requiring such long hours on 
duty in train service. Vigorous and united action in eliminating the abuses 
might have made legislation unnecessary, but no general plan of the kind was 
tried. The American Railway Association remained inactive. 

In fairness to the association, however, it should be said that Mr. Morris’ 
criticism is not as applicable today as it was five years ago. During the past 
two or three years there has been an awakening to a sense of the responsi- 
bilities of the association and the possibilities of widening and quickening its 
influence. The admirable work of the new committee on “Relations between 
Railroads” under the able direction of Mr. Arthur Hale, bears witness to the 
fact that a change has taken place. A more recent committee, on “Relation of 
Railway Operation to Legislation,” is also doing commendable work directly along 
the lines advocated by Mr. Morris. 

The book is not only clearly written but is also comprehensive in its treat- 
ment and unusually interesting. It admirably answers its avowed purpose of 
affording to the non-technical reader the managers’ viewpoint toward the prob- 
lems of actual railroad administration in this country, with a glance at com- 
parative conditions in other countries. Its value, however, is not confined to 
the non-technical reader. Railroad officers of all departments will find it both 
entertaining and profitable to look at their familiar problems through Mr. Morris’ 
spectacles. 

Witi1am J. CUNNINGHAM 

Harvarp UNIVERSITY 


Histoire du commerce de la France. Par E. Levasseur. Premiére partie: 

Avant 1789. Paris: Arthur Rousseau, éditeur, 1911. 8vo, pp. xxxiii+6r11. 

It is little to the credit of the French Republic that there is but one chair 
of economic history in its whole educational system, and that in the Collége de 
France. Not a single French university possesses such a chair. But it is much 
to the honor of French scholarship that the incumbent of that position is so 
distinguished a scholar as the venerable doyen of the ancient institution founded 
by Francis I. Eight years ago when the writer listened to his lectures M. 
Levasseur was a thin, frail, elderly gentleman in whom the light of learning 
still burned bright and whose deep scholarship yet seemed unimpaired by physical 
decline. Today he is 83 years of age and yet has been able to put forth another 
monumental tome. Such a combination of scholarship, industry, and physical 
vigor is rare since those great days of erudition in the seventeenth and eight- 
eenth centuries. 

There is a certain melancholy grandeur attached to this stately volume. 
M. Levasseur believes that it is his valedictory: “Je croyais que ce volume serait 
mon dernier ouvrage,” he writes. Looking along the shelves of other men’s 
books he says he found that there was no complete history of French commerce, 
both internal and external, from earliest times to the present. Pigeonneau’s 
death interrupted his work on the threshold of Colbert’s policy. 

The present volume is but half of the subject. A subsequent one will cover 
the commercial history of France since the Revolution. In manner and method 
of exposition the work is similar to the Histoire des classes ouvriéres et de 
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Vindustrie en France avant et aprés 1789. But there has been an even greater 
excision of text citations and references in this volume. The thorough scholar 
will regret this economy of space. The scope of the author is larger than the 
strict interpretation of the title would imply, for the subject has been treated on 
such large lines that much that is only indirectly germane to a history of com- 
merce is included, as for example, social structure. Means of commercial com- 
munication and transportation, routes, navigable waters, ports, coast trade, the 
mechanism of exchange, money and its variations, production of the precious 
metals and their influence on prices, interest, credit, colonization, commercial 
companies, privileges, douanes, economic theory, commercial treaties, articles of 
importation and exportation—all these subjects have been discussed. 

And yet despite the wealth of information here embodied, one rises from a 
reading of the volume with mingled feelings of admiration and regret. It is 
sadly evident that M. Levasseur—surely he may be pardoned—is not abreast of 
the scholarship of the day. The book is evidently the product of researches 
made fifteen or more years ago, with little addition since. There are stretches 
in the river of his thought that are “slack water”’—where the current is not a 
running stream freshened by new affluents. For example, in the portion dealing 
with the Middle Ages there is nothing said of the great economic part played 
by the monasteries, though much might have been found in Genestal, Le réle 
des monastéres comme établissement de crédit; in Imbart de la Tour, Des immu- 
nités commerciales accordées aux églises; in Lamprecht (French translation), 
Etudes sur l'état économique de la France; and Delisle, Histoire de la condition 
de la classe agricole ....en Normandie. The history of commerce in the 
Carolingian period is most meagerly treated. M. Gaffarel’s Sorbonne thesis, 
De Francio commercio regnantibus Karolinis, and the Abbé Loisel’s Essai sur la 
législation économique de Carolingiens seem to be unknown to the author. M. 
Levasseur adds little to what has long been known about the métiers and the 
corporations, although M. St. Leon’s La compagnonnage and M. Henri Hauser’s 
Ouvriers du temps passé have added much. The whole Valois period suffers 
from—not superficial—but antiquated treatment. One who did not know the 
facts would find it hard to discover that the wool trade of Flanders, the wine 
trade of Guyenne, the linen trade of Brittany, and the fisheries of the North 
and Irish seas were the fundamental causes of the Hundred Years’ War. Yet 
no one can read M. Funck-Brentano’s Philippe le Bel en Flandre, Simon's 
History of the Wine Trade in England, or the Patent, and Close Rolls of Edward 
III, not to mention Cunningham, without finding such information on every 
page. 

The detrimental influence of the rapacity of the crown under Philip IV 
and Philip VI upon the halles of Paris is not shown at all (see Piollet, “Les 
anciens halles de Paris,’ Mém. de la Soc. de I’Ile-de-France, Vol. III). The 
fairs of Champagne, based on Bourquelot, are the only fairs treated with rea- 
sonable fulness; the others are merely alluded to or get no mention at all. 
Huvelin’s admirable work: Essai historique sur les foires et des marchés and 
Roussel’s “La foire du Lendit,” Bull. de la soc. d’histoire de Paris, are not 
mentioned in the bibliography. M. Piton’s two works: Les Lombards dans les 
deux Bourgognes and Les Lombards en France et @ Paris are uncited if used, 
of which there is no evidence, and the same scanty measure is meted out to the 





BOOK REVIEWS AND NOTICES 503 


Jews. Unless M. Levasseur assumes that Avignon was not a part of France in 
the Middle Ages there is no excuse for the grave omission to give an account 
of the enlightened policy of the popes toward the Jews (cf. Bardinet: Les juifs 
d’Avignon; Saige: Les juifs du Languedoc). 

The paragraph describing the destruction of commerce and industry during 
the Hundred Years’ War tells what everybody knows. But some account ought 
to have been given of the regent Bedford’s intelligent efforts to revive com- 
merce in Normandy and the Ile-de-France. Few documents in the Ordonnances 
are more instructive than those bearing the name of Henry VI and prompted 
by Bedford (see Stevenson, Wars of the English in France, Vol. I, Introduction; 
Puiseaux, L’émigration anglaise en Normandie pendant le XV® siécle). Jacques 
Ceur gets one scant page, though he is still permitted to wear the halo of 
legend, in spite of Guiraud’s Recherches et conclusions nouvelles sur le pré- 
tendu réle de Jacques Ceur. As to Louis XI, one wonders whether M. Hauser’s 
Louis XI et les communeautés de métiers and M. See’s Louis XI et les villes 
have been consulted. 

The economic history of modern France is, of course, much more fully 
treated; but again there are incomprehensible defects. If there is one su- 
premely important book which has appeared in recent times upon French 
economic history, it is Eberstadt’s Das franzésische Gewerberecht und die Schaf- 
fung stattlicher Gesetzgebung im Frankreich von den xiii-ten Jahrhundert 
bis 1581. This work has enlarged the horizon of the economic historian—and 
what historian is not such in part today?—as the discovery of Neptune widened 
the horizon of the watcher of the skies. It is the point of departure for the 
rewriting of the whole Huguenot movement in the sixteenth century. Yet the 
fact that the Huguenot disaffection was powerfully influenced by gild monopoly, 
by the abuses of apprenticeship, etc., and that France’s policy toward Spain was 
influenced by commercial considerations—the wine and cloth trade in the Spanish 
Netherlands—is the dark side of the moon to M. Levasseur (see my Wars of 
Religion in France: The Huguenots, Catherine de Medici, and Philip II). The 
same backwardness of' treatment characterizes the account of the Huguenots 
under Louis XIV. The author repeats the partially exploded belief that the 
expulsion of the Huguenots was an unmixed economic calamity and fails ‘to 
see the powerful economic interest that forced the revocation of the Edict of 
Nantes (see my article in The American Historical Review, July, 1906: ‘‘Some 
Economic Factors in the Revocation of the Edict of Nantes’). 

Classic economic themes like the work of Henry IV and Colbert are 
naturally well discussed, but the perplexing subject of the douanes (cf. Collery, 
“Les douanes avant Colbert,” Revue Historique, January, 1882), and the peculiar 
conditions of commerce in Alsace and Lorraine under Louis XIV are inade- 
quately treated. Much the best portions of the whole work are books vi-vii, 
dealing with the commercial companies, colonization, John Law, and the political 
theorists of the eighteenth century. 

To sum up: M. Levasseur’s Histoire du commerce de la France is a sumptuous 
manual, but it is far from being an adequate history, as it professes to be, of the 
subject. In scholarship it is behind the times. The bibliography is sadly de- 
fective—I have noted the omission of nearly sixty important works or articles; 
not a single German work has been used, not even Beer, and Cunningham and 
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MacCulloch are the only English works. The index is insufficient. Where the 
work excels is in features characteristically French—proportion and clarity of 
style. 

JaMes WESTFALL THOMPSON 


Sociology and Modern Social Problems. By CuHartes A. Ettwoop. New 

York: American Book Co., 1910. 8vo, pp. 331. 

Professor Ellwood begins his treatment by making clear the fact that the 
social includes the moral, political, religious, and economic, and is not in oppo- 
sition to them. Political, industrial, and educational problems are phases of 
social life, and to understand these phases we must understand the biological 
and psychological aspects of man’s social life. 

Society, he sets forth, springs from the necessities of life itself. Sociology 
is defined as the science of the evolution of human interrelations, the vital part 
of which is the study of social changes. 

While the author asserts that Darwin’s theory in its essentials stands today, 
he restates it only for the evolutionary point of view which this theory gives. 
In addition to the more essential points in organic evolution, evolution in the 
universal sense, as indicated in the works of Herbert Spencer, is also assumed. 
Social evolution is the evolution of groups of psychically interconnected indi- 
viduals. It is the higher forms of evolution—association, co-operation, combina- 
tion—with which sociology is primarily concerned. 

Social evolution has as its basis organic evolution. Certain limitations are 
also set to it by natural laws, so that society does not so much what it wants to 
do, as what it must do in order to survive. The author’s conclusion then is that 
human social evolution rests upon and is conditioned by biological evolution, and 
that there is no sanity in sociology without the biological point of view. 

In his order of treatment, which seems to add much merit to the book, the 
family is next taken up along with private property, which are held as the bases 
upon which civilization rests. While the individual is often taken as the unit 
of sociological investigation just as the atom in chemistry, still the family is 
the simplest social structure (p. 53). The biological aspects of the family— 
sex, reproduction, variation through heredity—are treated in turn. Presenting 
in brief the arguments on both sides, but basing his contention mainly on Wes- 
termarck, the. author argues for the monogamous family as the original form. 
Family life is held to have been based on parental instinct originally, and is still 
so at present, instead of sex. 

One of the most interesting features of the book appears strikingly for the 
first time in the treatment of the evolution of the family in Roman life, in which 
it is set forth that no one isolated cause can account for changes, but that numer- 
ous stimuli have to be taken into account. 

Modern tendencies toward the disruption of the family receive attention in 
keeping with the important place of the family in the entire treatment. The in- 
creasing tendencies to disintegration are to be explained by the new adjustments 
of modern society, in the face of which the virtues of self-sacrifice, loyalty, and 
obedience have suffered, and thus family ties have weakened. We have not yet 
developed a family in keeping with our democratic society, and the implication is 
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that the present tendencies will be offset only when we have developed a type in 
keeping with these social changes. 

The remainder of the book is devoted to treatment of certain modern social 
problems—the growth of population, the immigrant problem, the Negro problem, 
the problem of the city, poverty and pauperism, and crime. In each instance the 
causes, effects, and proposed remedies are set out in clear, brief outlines, accom- 
panied by a variety of suggestive statistical matter. 

The book is intended as an elementary text in sociology as applied to modern 
social problems, and for use in institutions where only a short time can be de- 
voted to the study, seems to be admirably adapted. The study of concrete prob- 
lems with emphasis on interpretation seems to have especial value in dealing 
with beginners. 

: Ertc W. Harpy 

THE UNIVERSITY oF CHICAGO 


Money and Banking. By Eart Dean Howarp. New York: Alexander Ham- 
ilton Institute, 1910. Large 8vo, pp. xxiii+495. 


This is Vol. V in the “Modern Business” series, written under the general 
editorship of Joseph French Johnson, and, like the other volumes of that series, 
is designed chiefly for correspondence students who have not necessarily had 
college training. This accounts probably for the greater detail in description 
and analysis and the lesser attention to strictly theoretical considerations. 

The first part, on “Money,” contains eleven chapters, the first eight of 
which deal with the subject in a general fashion, while the last three concern 
themselves with domestic and foreign exchange, production of the precious 
metals, and bimetalism. The second part, on “Banking,” contains twenty chap- 
ters, the first two of which discuss the general theory of credit, followed by 
ten chapters descriptive of the organization and functions of banks. All save 
one of the remaining chapters are devoted to the history and present conditions 
of banking with chief emphasis on the national banking system of the United 
States. The final chapter is devoted to a general summary of currency and 
banking principles. A list of questions on each chapter is added at the end 
of the volume, together with the gold-standard act of 1900 and the Aldrich- 
Vreeland Act of 1908. 

A quantity-theory of prices is adopted, although the author does not appear 
to be so extreme an advocate as does the editor in the preface. The estimate 
(p. 107) that 20 per cent of the gold produced annually is used in the arts 
seems to be too low. The reports of the Director of the United States Mint 
for 1906, 1907, 1908, and 1909 show no estimate of less than 25 per cent. It 
is stated (p. 375) that the limit on the retirement of national bank notes is 
$3,000,000 per month, although by the Aldrich-Vreeland Act, printed in the 
Appendix, this limit was increased to $9,000,000 per month. The general dis- 
cussion of government guaranty of deposits (pp. 378-80) is unfavorable to the 
scheme, but on p. 423 it is stated: “The most serious results [sic] from failure 
of banks is the delay in payment rather than in final loss; both are absolutely 
unnecessary and the fear that such delay and loss might occur cost the country 
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hundreds of millions of dollars in 1907. No form of emergency currency would 
have prevented this.” This suggests that government guaranty of deposits is 
the remedy for our banking ills. Although the definition of value is given 
clearly enough elsewhere, there is confusion in the statement (p. 30) that “Value 
is a ratio between 23.22 grains of gold in a dollar and the value of the thing 
to be measured.” On p. 62, “the redemption of specie payments in 1878” is re- 
ferred to, while on the following page a reference is made to “the resumption 
of specie payment in 1879.” A central bank is advocated (p. 424) on the ground 
that it would tend toward unity of action on the part of the banks. Doubtless 
it would do so, but even a desirable end may be attained at too great a cost. 

Despite looseness in statement of fact and manner of expression, the book 
has good features. There are concrete illustrations, e.g., in the chapter on do 
mestic and foreign exchange, which should appeal to those for whom, par- 
ticularly, the book was designed. The author, however, did himself an injustice 
in failing to give the work a careful revision before it was sent to press. 

EvuGeNneE B. Patton 
Bureau oF Laspor STATISTICS 
Avpany, N.Y. 


The Commercial Power of Congress Considered in the Light of Its Origin. 
By Davin WALTER Brown, of the New York Bar. New York and Lon- 
don: G. P. Putnam’s Sons, 1910. 8vo, pp. ix+284. 

This book may perhaps properly be described as a historical brief to show 
that the power of the United States to regulate interstate commerce is as com- 
plete as its power over foreign commerce, and that its power over both is as com- 
plete as the powers of this character possessed by the states that formed the 
Constitution, except as express limitations have been placed upon the federal 
exercise of this power in the Constitution itself. 

The condition of commerce in the United States before 1787, the various 
proposals made to enlarge the commercial powers of the Congress of the Con- 
federation, the influence of the commercial situation in bringing about the Phila- 
delphia Convention of 1787, and its effect upon the deliberations of that conven- 
tion and of the state conventions that ratified the proposed Constitution are 
treated in chaps. i-ix; the early legislation of Congress under this power up 
to 1809, particularly the non-importation and embargo acts, is carefully consid- 
ered in chaps. x—xii; and the conclusions drawn from this historical investiga- 
tion are shown in chap. xiii to have been confirmed by the federal Supreme Court 
in both its early and recent decisions. In appendices there are discussions of 
the construction of interstate highways and of the levying of protective duties 
by Congress under its commercial powers. 

To any unprejudiced person at all familiar with the doctrine that a constitu- 
tion is to be construed historically, Mr. Brown’s argument seems amply convin- 
cing; and, as he points out, our courts have long since been convinced. Students 
of the subject will be indebted to the author for collecting in a single place so 
many data upon the subject that have heretofore been widely scattered. 


J. P. H. 


Tue University oF Cuicaco Law ScHooL 
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Physical and Commercial Geography. By H. E. Grecory, A. G, KELver, and 
A. L. BisHop. Boston: Ginn & Co., 1910. 8vo, pp. viiit+460. 


This book is a treatise on what might be called the “science of environ- 
ment.” Part I deals with the nature of the physical environment against which 
man is forced to react in the struggle for existence. Part II considers the 
influence of natural environment on man, while Part III gives an interpretative 
discussion of the geography of trade. 

The aim of the book is to prove that man continues to be subject to the 
various environmental influences with which he found himself surrounded. 
Consequently so-called conquests over nature really originate in skilful adap- 
tation to the action of natural forces and the influence of natural conditions. 
Trade is taken as the epitome of reaction on natural environment. Trade based 
on natural conditions is shown to have been a great factor in civilization. The 
data of modern trade are interpreted and related. There is a consistent treat- 
ment of types rather than the totality of data. No attempt is made to cover 
the whole field of trade nor to discuss all the materials of commerce, but atten- 
tion is given to the United States, and the British and German empires, as 
illustrating the fundamental principles of commercial geography. 

It is obvious that the book is a beginning in the correlation of the various 
phases of natural and social sciences. As a result this pioneer work seems at 
times a medley of facts from physiography, anthropology, industrial history, and 
commercial geography. In the desire to cover systematically the relation of 
man and society to the whole natural environment the work was undertaken 
by triple authorship corresponding practically to the three parts. This ex- 
presses the belief that the study of the environmental relations of man requires 
contributions from both the natural and social sciences and is best undertaken 
by a combination of workers. The pages are spread with cross-references to aid 
the teacher and student. 

At places the book is marred by the insertion of such commonplaces as 
“soil is the covering of the earth” (p. 61), and that human societies may be 
broadly distinguished on the basis of climate, or as civilized and uncivilized, 
commercial and non-commercial (p. 142). Further, there is an unfortunate 
tendency to use such hackneyed phrases as “scoring against nature,” 
wind,” “a dead time,” and “downhill to England.’ 

The book is pre-eminentiy a text, and as such adheres to topical arrange- 
ment and secures perspective rather than detail. It is, however, valuable to 
the general reader. Its recognition of the interrelation of the various sciences 
is a move in the right direction and prepares the way for more adequate and satis- 
factory correlation. 


“longer 


W. J. Donatp 


THE UNIVERSITY oF CHICAGO 


The National Land System, 1785-1820, By Payson JacKson Treat. New 
York: E, B. Treat & Co., 1910. 8vo, pp. xiii+426. 
This is a careful, scientific study of a most important subject—the national 
land system. The author has made full and intelligent use of the numberless 
government documents bearing upon the topic and he has not failed to take into 
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consideration the secondary works which offer assistance, and a useful bibli- 
ography is appended. 

The chapters on the public domain, the origin of the federal land system, 
and the land system under the Confederation give a brief but satisfactory survey 
of the early development of the national land question. In these chapters we 
have accounts of wrangles in Congress about the cessions of state lands, the 
satisfying of revolutionary claims and grants, and the actual sales of large 
areas to prospective colonists like the Ohio Company. Facts and figures are 
given in tables and summaries which must prove serviceable to scholars in gen- 
eral as well as to the others who are particularly interested in the subject. 

That millions of acres of land were sold by the government to settlers at 
very low prices and on a credit basis may appear to some as surprising; but 
this only emphasizes the desire of Congress to serve the people as a whole 
rather than speculators. Many millions of these acres were never paid for 
and not infrequently the land agents were compelled to declare the claims of 
settlers, who could not pay for their lands, forfeited, sometimes houses and other 
improvements being given up. So long as the credit system prevailed Congress 
was annually urged by thousands of settlers to extend the time of payment, or 
remit interest, or reduce the price of the land, and not infrequently the granting 
of relief only complicated the situation or the failure to grant it contributed 
to the financial panics or crises. Especially was this the case in the years imme- 
diately preceding the abandonment of the system by the government in 1820. 

There are many romantic ventures safely embalmed in the dry history of 
the public lands and their distribution. The French colonists of Ohio, the 
refugees of Napoleon’s armies, who sought to establish the wine industry of 
France in Alabama, and the Canadians who served the American Revolution- 
ists, all received repeated attentions from Congress. Ambitious “empire build- 
ers” like John Cleve Symes and Judge Richard Henderson left records of their 
great schemes in the files of musty manuscripts which filled the land offices; 
but few know anything of them. All of these ventures receive treatment in 
Professor Treat’s pages, though only as they contributed to the solution of the 
land problem. 

The book closes with 1820, but there is the suggestion that other volumes 
are to appear and that the history of the subject will be brought down to the 
present time—to the beginning of the “conservation movement,” when there is 
little to conserve. 

Wittram E. Dopp 

THe UNIVERSITY oF CHICAGO 


Banking Practice and Foreign Exchange. Modern Business, Vol. VI. By 
Howarp McNayr Jerrerson and FranKiin Escner. New York: Alex- 
ander Hamilton Institute, 1910. Large 8vo, pp. xiv+407. 

The book is in two parts, the first being devoted to banking practice. There 
is no attempt to deal with the subject of banking from the theoretical point of 
view. It is a description of the modern bank and the banking business as viewed 
by one familiar with all the methods of the business. It is simple and clear, 
though the reader sometimes feels that the book has been needlessly packed 
with figures giving pages from ledgers, journals, and other books. 





BOOK REVIEWS AND NOTICES 509 


The second part is devoted to the subject of foreign exchange. This has 
been presented in a way to give a definite idea of transactions as they actually 
take place. This part is to be especially commended. It has been particularily 
well written, clearly describing the different kinds of bills and showing the use 
made of them. The subject is concluded by a chapter on the movement of the 
world’s gold supply. 


Canadian National Economy, By James J. Harpett. Toronto: Macmillan 

Co., of Canada, Ltd., 1911. 8vo, pp. 182. 50 cents. 

This little book professes to be a study of “The Cause of High Prices and 
Their Effect upon the Country,” but is, in reality, an attempt of an uncom- 
promising free-trader to trace responsibility for practically all the nation’s ills 
to Canada’s fiscal policy. Behind the tariff wall, and aided by the banks, great 
combines are being built up, which, on the one hand, exploit the producers, 
and on the other, bleed the consumers. As a result, the farming, mining, and 
fishing industries of the country are in a most precarious condition, while, in the 
field of manufacturing and distribution, the small manufacturer and merchant 
are being replaced by close monopolies and huge departmental stores. 

Mr. Harpell’s criticisms are of the kind that “make the fur fly”: the 
British preference is characterized as “conceived in deception and accepted out 
of a sense of loyalty to the Mother Country” (p. 31); “The Anti-combine Bill 
is one of the most innocuous measures that could be put upon the statute book” 
(p. 118); while “The whole of the Canadian banking business is controlled by 
about one-half a dozen people, really by about two” (p. 151), and has become 
“an integral part of our system of combines” (p. 43). The advantages of co- 
operative associations are dealt with at some length, and in his concluding 
chapter, Mr. Harpell considers “Reciprocity with United States.” 

The work on the whole follows closely the general thesis of Mr. Porrett’s 
The Revolt in Canada against the New Feudalism. While an inconclusive and 
one-sided statement of Canadian economic conditions, the book is at the same 
time suggestive, and may properly be read in conjunction with the more elab- 
orate study by Mr. Porrett. 


History of the Sherman Law. By Avpert H. Waker. New York: The 

Equity Press, 1910. 8vo, pp. xiv+320. $2.00 net. 

This timely little book is an attempt to condense into short space the great 
volume of discussion by Congress at the time of the passing of the Sherman 
Law and thereby to summarize the construction put upon it by the legislators, 
to place in available form a short outline of court decisions under the law, and 
finally to make some prophecy regarding the decision to be handed down in 
the pending trust cases. 

That important first section of the law is paraphrased as follows: “Every 
combination in mutual or extraneous, direct, and material restraint of interstate 
and international commerce is hereby prohibited.” A survey of the debates 
reveals the fact that the author has probably made a proper interpretation of 
the Congressional point of view, granted that the words “direct” and “material” 
are construed in favor of the plaintiff. 





510 JOURNAL OF POLITICAL ECONOMY 


The study of the cases under the Sherman Law reveals a general con- 
formity to this “natural construction.” One judge, contrary to the general 
opinion, has held that the law embraces all restraints of trade, however slight. 
Several others have held that the law includes monopolies, to acquire which the 
monopolist did nothing to prevent the competition of others. No court, how- 
ever, has held that it is not broad enough to cover combinations in the form of 
the holding company. The failure of the Knight and similar cases is explained 
by the fact that the complaint was poorly worded, in being directed against 
production per se, rather than the direct effect on interstate and foreign com- 
merce. 

Of course the book is written from the lawyer’s point of view. The law 
is accepted as constitutional and not apt to be altered, and therefore must be 
adjudicated in conformity with the expressed public policy. As a lawyer’s 
casebook it is short and convenient. But from the economist’s point of view 
the book is sadly deficient in that it makes no attempt whatever to discuss the 
merits of the law or the public policy expressed therein. 

Furthermore, the book gives the impression of being poorly organized. 
The chronological treatment of decisions under the various presidential admin- 
istrations is almost wholly devoid of results. The slight distinction that can 
be made between the results of various administrations is poorly drawn, in the 
briefest words. Moreover, this distinction is almost altogether irrelevant in 
view of the purpose of the book. The study might have been much more valu- 
able had a more systematic attempt been made to co-ordinate the various de- 
cisions, both throughout the book and in a concluding chapter. It places the 
general facts and decisions in the most important cases in convenient form, 
and is, therefore, the most serviceable work extant on this important subject of 
public policy. 


La vie internationale. By Vicomte Compes ve Lestrapa. Paris: Librairie 

Victor Lecoffre, 1911. 12mo, pp. 190. 2 fr. 

In this little volume there is presented in a rather brief form, a study of 
the various problems which have required international consideration. From 
the earliest periods of time peoples of different origins have had to deal with 
problems which affected the welfare of all the nations concerned and thus 
a form of international relationship has existed among the nations of the 
world to a greater or less extent. With the progress of the world and the 
growing complexity of civilization, such problems become more numerous, 
so that at present international relationship is an important factor in the 
life of a nation. Thus there has gradually developed an “international life” 
corresponding to “national life.” 

The various facts which manifest the existence of an international life are: 
the postal system, the monetary union of the Latin Republics, international 
societies of workmen, scientists, etc. The existence of an international life 
is no less manifest through such institutions as the Red Cross Society, the 
association for the protection of the workmen, and the Hague Tribunal. There 
is, moreover, a spiritual element which is common to many nations and in 
so far as this is true it tends to break the artificial barriers which separate one 
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nation from another. Thus, the author maintains, there are many conditions 
which have given rise to an international life and this life is becoming more 
and more important as the world develops. 


England’s Foundation: Agriculture and the State. By J. Saxon MILLs, 
M.A. London: P. S. King & Son, 1911. 8vo, pp. vt+t9o. Price Is. 
This little book contains a concise presentation of the condition of English 

agriculture as it appears to an intelligent advocate of tariff reform. Instead 

of allowing a natural and concurrent growth of “both the great factors of 
natural prosperity,” England’s fiscal policy has blindly sacrificed her agricultural 
interests to a feverish and “precipitate industrial rush.” Mr. Mills marshals 
his arguments for agricultural revival under four heads: economic, Imperial, 
social, and defensive. His attack is strong and at many points irresistible. 
Although the book was written for popular consumption rather than as an 
exhaustive scientific study, it presents the situation in a fair light, and does 
no violence to economic principles. The book contains some potent truths, 
ably presented in the author’s unusually forceful and convincing style. When 
he considers that in 1836 England was providing wheat for 23 millions of 
people out of a population of 25 millions, whereas at the present time she 
is feeding only 4% millions out of a population of 42 millions, while over 

4% million acres of arable land are under grass, Mr. Mills concludes that there 

is something “wofully wrong” with England’s economic theory and practice. 


The Mississippi River and Its Wonderful Valley. By JuLttus CHAMBERS. 


New York: Putnam, 1910. 8vo, pp. 308. $3.50 net. 

This is the latest addition to the series of books on American waterways 
that has been appearing from the Putnam press. Well written, profusely 
illustrated, and attractively gotten up in general, it is perhaps the best of the 
series to date. The story of the early French explorations in the valley of 
the Mississippi and the part played by the river during our Civil War are 
told in interesting fashion, and something is said of the struggle of the gov- 
ernment engineers to subject the river to control. The book does not present 
any new historical data, and it does not pretend to be of economic interest. 
As a popular presentation of the romantic history of the Father of Waters 
it is good. 

The Worker and the State. By ArtHur D. Dean, with an introduction 
by Anprew S. Draper. New York: The Century Co., 1910. 8vo, 
Pp. xix+355. $1.20. 

The first two chapters of this book attempt to demonstrate that it is the 
duty of the state to the working classes, in return for their services, so to 
educate the future workers that they can earn enough to enable them to live 
more healthful and larger lives. This duty is not so clearly established as 
it would have been had the argument been based more upon the self-interest 
of society and less upon humanitarian grounds. In the remainder of the book 
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the author, who is chief of the divison of trade schools of the New York state 
educational department, presents a plan for the sort of instruction the state 
should provide. General cultural education having failed, both to keep the 
child in school and to teach him how to earn a living, there should be pro- 
vided, after the sixth year, vocational training in simple trades for the boys 
and girls who go into the factories, and after that, two years of instruction 
in skilled trades for those who desire it. After reviewing the merits and 
demerits of the apprenticeship system the author concludes that this instruction 
must usually be given in state-supported trade schools. 


The Nation as a Business Firm. By W. H. Mattock. London: A. & C. 

Black, 1910. 8vo, pp. xit+261. $1.00 net. 

This book aims to rectify, by means of a statistical study, some of the 
errors made by those who have investigated the distribution of income in Eng- 
land, and is directed especially against Marx. The general proposition is to 
prove the betterment of conditions of the middle and lower classes by “constant 
enrichment of the poor” in a century of capitalism, and it is prophesied that in 
the near future the poor will divide among themselves the entire national in- 
come. Were there such a distributive problem as Marx or Henry George sug- 
gests, the confiscation of unearned income could not solve it. So-called un- 
earned income is less than one-sixth of the total national income. The greatest 
part of English land value represents capital investments. True rent is probably 
one-ninetieth of the national income, and, of this, fifteen-sixteenths is earned, in 
that it represents capital investments to those who at present own it. It is 
pointed out that profits in England amount to only one-quarter of the wages, 
which rate reverses the socialist estimate. Distribution of capital is no index 
to the distribution of income and wealth. 

Granted the conclusions of the book, the question of the “submerged tenth” 
and the unemployed arises. Is not this the vital factor in present social con- 
sciousness? Mr. Mallock claims that general progress has been obscured by 
this excluded residuum. But these extremes are not causally connected with 
distribution of wealth, and the solution of this marginal problem does not lie in 
utopian or revolutionary measures. 

Certain parts of the book previously published have been criticized by various 
statisticians. Most important is Mr. Bowley’s challenge that the estimates are 
mere guesses. Mr. Mallock claims that these “guesses” are limited by a num- 
ber of known facts and the necessity of harmonizing them with one another, 
and they are therefore a rough approximation to the truth. The reader, how- 
ever, frequently feels that Mr. Mallock’s estimates carry none too much as- 
surance of even approximate value, and the building up of conclusions on the 
basis of a series of such estimates is none too convincing. The general outline 
of the book is clear, and a topical presentation makes lucid an exposition of 
what would otherwise be a mass of confusing statistics. 





